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ABSTRACT 
 
Developing government policies and a business environment aimed at boosting foreign 
direct investment (FDI) and attaining a certain pattern and quality of FDI inflows has 
not always produced the desired outcomes. In a developing and transition economy such 
as Vietnam, where government resources are limited and the setting of FDI-related 
policies often involves public investment or tax concessions, the question of the efficacy 
of such policies is not a trivial matter. This thesis aims to provide robust evidence-based 
analysis and explanations to uncover what drives FDI inflows in Vietnam. It analyses 
and assesses the effectiveness of Vietnam’s policies and location factors in attracting 
FDI to a country which had practically no FDI inflow prior to the launch of its 
economic reform in the mid-1980s. 
In addressing the key research question of how well Vietnam has performed in 
attracting FDI, this study examines FDI location factors at both provincial and national 
levels to provide a comprehensive understanding of Vietnam’s performance as a FDI 
destination. The findings of this study reveal that economic factors and commercial 
imperatives are more powerful than the investment incentives offered by the 
Vietnamese government in attracting FDI. At the provincial level, market size, 
infrastructure development, special economic zones, and international sea ports are 
found to be the key drivers in attracting FDI; at the national level, the driving FDI 
factors are market size, trade openness, labour quality, and exchange rate uncertainty. 
Although Vietnam’s effort to develop its policy framework and to introduce policies has 
been important in attracting FDI inflows, the outcomes are not always satisfactory from 
the perspective of the government’s developmental goals. This is because Vietnam does 
not have the appropriate economic conditions and capacity to support the government 
policies to attract the desired FDI composition and quality. Although Vietnam has 
improved its economic environment to attract inward FDI since the country’s economic 
reform, as a member of ASEAN, its economic conditions and investment environment 
are, on average, weaker than those of the nine other members. 
This research makes an original contribution to the validation of some major elements 
of FDI theories, while at the same time providing new evidence and insights for the 
future development of FDI policies in Vietnam. Based on the findings in this research, it 
may be more productive for government policies to increase the focus on economic 
reform and development to improve the competitiveness of the country’s FDI location 
advantages. 
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CHAPTER 1: 
INTRODUCTION 
 
1.1  RESEARCH BACKGROUND  
In recent decades, rising foreign direct investment (FDI) (Chart 1.1) has been a major 
part of the trend of globalisation. FDI has become a significant competitive strategy for 
multinational enterprises. Host country governments at the same time have considered 
FDI inflows as a crucial component of the development of their economies because 
inward FDI is expected to bring not only capital, but also finished products, materials, 
components, new technology and, equally important, intangible assets such as 
knowledge about management, production processes, distribution channels, and markets 
(Dunning 1993, 1994, 2006; Moosa 2002). Given these expected benefits of inward 
FDI, almost all nations, especially developing ones, compete intensely for FDI and 
undertake a variety of strategies to attract FDI. In particular, they often try to improve 
their attractiveness as a destination for FDI by introducing government policies and 
initiating special conditions. The aim is to create a favourable legal and business 
environment to attract not only FDI volume, but also the desired FDI composition and 
quality.  
Chart 1.1  Global FDI Inflows in the Period 1986–2012 (Million USD) 
 
(Sources: UNCTAD 1994, 2003, 2007, 2013) 
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Scholarly research argues that government policies can directly or indirectly affect 
levels of FDI inflows (Brewer 1991; Williamson 1981). They play crucial roles not only 
in attracting inward FDI, but in effectively utilising location factors in host countries 
(Brewer 1993; Dunning & Narula 1996). Dunning (2001, 2006) and OECD (2006) state 
that a successful FDI policy has to make the country an attractive location for foreign 
investors, while at the same time assuring the conditions for foreign investors to benefit 
most from their investment in a host economy. A study by Basile et al. (2008) reveals 
that a government policy creating more favourable conditions for investments through 
funding for training labour force, infrastructure development, and R&D activities can 
contribute to success in attracting FDI inflows. 
Although the quest for attracting FDI is not new, competition among countries in 
attracting FDI inflows has continued to receive attention from economists, finance 
scholars, and policy-makers. Oman (2000) claims that most developing countries have 
used investment incentives to compete with their neighbours to attract FDI inflows; 
Dobson and Chia (1997) argue that attracting FDI to individual nations is a positive-
sum game in which each nation can benefit from the success of its neighbouring 
countries. In the competition to attract FDI within as well as among countries in Europe, 
both regional policy grants and the removal of FDI restrictions have been used (Falk et 
al. 2012; Wren & Jones 2011). 
Similar to most countries in other regions throughout the world, competition to attract 
FDI inflows to develop a country’s economy has been a significant issue in almost all 
ASEAN countries. To compete successfully, most ASEAN countries have adopted 
policy reforms. For instance, since the 1980s, in the ASEAN countries of Singapore, 
Indonesia, Malaysia, the Philippines, and Thailand, governments have spearheaded 
corporate regulation reforms and economic restructuring. Since then, and especially 
after the Asian financial crisis of 1997–1998, economic reforms have progressed in 
Cambodia, Laos, and Myanmar. Through reforms, governments are accelerating 
changes in the private sector, providing incentives to new entrepreneurs, and creating 
new opportunities for foreign investors to help fuel ASEAN growth for the future. Chia 
(1999) argues that the success of an ASEAN country in attracting FDI can be attributed 
to a combination of factors: political, social, and economic stability; favourable factor 
endowments; and development-oriented governments with sound macroeconomic 
policies and pro-FDI policies. 
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Vietnam is no exception. To develop the country’s economy, Vietnam has made efforts 
to shift towards a market-oriented economy and opened the door to FDI following the 
country’s economic reform policy known as the Renovation (Doi Moi) policy which 
was adopted in 1986. As Hill (2013, p. 114) argues, ‘Vietnam’s major reforms from the 
mid-1980s are of particular interest since they have been successful’. To attract FDI to 
meet the goal of the Doi Moi policy, Vietnam has made efforts to improve its legal 
framework and to introduce policies on FDI (OECD 2009). Inflows of FDI to Vietnam 
have increased from almost nil in the late 1980s to a total cumulative planned FDI of 
USD229.9 billion and realised FDI of USD88.9 billion. The number of projects 
increased similarly from less than 50 projects per year in the late 1980s to a total of 
14,998 FDI projects in 2011 (see Chart 1.2). In line with the increases of FDI inflows, 
GDP in Vietnam rose from USD15 billion in 1990 to USD91.8 billion in 2011 with an 
average annual growth rate of 7 per cent (UNIDO & MPI 2012). 
Chart 1.2  Trends in the Number of FDI Projects and  
FDI Inflows in Vietnam in the Period 1988–2012 
 
(Source: GSO 2013) 
Vietnam’s FDI policies are aimed at broadening the geographical spread of FDI 
inflows—especially to remote provinces and regions—as well as encouraging 
investment in the targeted sectors of agriculture, human health, and education. The 
outcomes, however, are not always satisfactory from the perspective of the 
government’s developmental goals. There have been unbalanced provincial, regional, 
and industrial sector distributions of FDI. Although FDI policies have aimed to 
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encourage investing in large and high-tech projects, most FDI projects remain small 
scale with moderate usage of technology and originate mainly from one region—Asia. 
There was also a considerable decline in FDI inflows in 2009 and 2011, and the gap 
between planned and implemented FDI is still wide (see Chart 1.2).  
Although Vietnam’s recent Law on Investment and other related policies have 
attempted to create a consistent and favourable policy framework for attracting FDI, 
they have exhibited several faults such as contradictions between the Law on 
Investment and other laws, a short life of the law due to frequent changes, a lack of 
transparency and explicit instructions for market access, and unclear phrasing of the 
law. Moreover, the changing economic contexts at both national and international 
levels, the rapidly changing global FDI scene, and the increasing competition from 
other countries in attracting FDI inflows are posing considerable challenges for 
Vietnam. 
1.2  RESEARCH MOTIVATION AND SCOPE 
The rising significance of FDI inflows for nations wishing to develop their economies 
has generated a substantial literature on FDI. The literature on FDI includes a sizeable 
body of work to explain the reasons for foreign investors engaging in FDI by answering 
the three key questions of: (1) what are the motivations of an enterprise in deciding to 
invest through FDI in other countries (Caves 1971; Hymer 1960; Vernon 1966, 1974, 
1979), (2) why does an enterprise prefer FDI to other types of international business 
activities such as exporting and licensing (Buckley & Casson 1976; Caves 1971; Coase 
1937; Rugman 1996; Williamson 1975), and (3) what host-nation factors influence the 
location choice of a foreign enterprise when investing internationally (Dunning 1973, 
1993, 1988a, 2002, 2010). Based on different FDI theoretical frameworks but mainly on 
Dunning’s (1993, 2001, 2006) Eclectic theory, a large number of empirical studies on 
FDI inflows have been conducted (Banga 2003; Chandprapalert 2000; Deichman 2004; 
Hogenbirk 2002; Galan & Gonzalez-Benito 2001; Zhang 2001).  
Most empirical studies on FDI (Anwar & Nguyen 2008; Athukorala & Tran 2011; Fan 
& Dickie 2000; Li & Liu 2005) have focused on investigating the relationship between 
FDI inflows and their impact on economic development at the macroeconomic level; 
there are few detailed or systematic studies on the effectiveness of government policies 
in attracting FDI, and especially on the interplay of policy and location factors at the 
sub-national level. There are even fewer studies on the actual effects of government 
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policies and location factors on FDI inflows in the ASEAN context, although 
Vietnam—together with other ASEAN countries—has been actively promoting and 
attracting FDI inflows. ASEAN is a regional trade group with which Vietnam mostly 
trades. Singapore, Thailand, and Malaysia are three ASEAN member countries in the 
top 10 trading partners of Vietnam (WB 2014). An investigation of how successful 
Vietnam is in FDI attraction in comparison with those of other ASEAN countries is 
relevant and important to provide at the practical disaggregated level of evidence-based 
analysis of how Vietnam’s FDI location factor works. 
With the increasing role of FDI in Vietnam’s economic development, there are studies 
on the influence of FDI on various aspects of economic development, but there has been 
scant detailed systematic study by either Vietnamese or Western researchers on the 
impact of government policies and location factors on attracting FDI, especially across 
provinces in Vietnam. There are very few detailed studies of the location factors in 
attracting FDI inflows to Vietnam in comparison with other ASEAN countries. Most 
FDI location-factor studies in Vietnam and ASEAN countries have been conducted in 
short period of investigation and using limited variables to establish statistical 
relationship between a particular variable and FDI inflows. 
Government policies aimed at attaining certain patterns of FDI inflows have not always 
produced the desired outcomes, and there is scant empirical research on the underlying 
economic reasons that could provide better and more robust evidence-based theoretical 
explanations with reference to Vietnam in particular. In an emerging and transition 
economy such as Vietnam, where government resources are limited and the setting of 
FDI-related policies often involve public investment or tax concessions, the question of 
the cost and benefit, and the efficacy, of government policies is not a trivial matter. 
There is, therefore, a research opportunity for undertaking systematic applied research 
that can contribute to the validation of some major elements of FDI theories, while at 
the same time providing evidence and insights on the performance of current policies 
and on the future development of FDI policies in Vietnam.  
An investigation of the evolution of FDI policies and their performance and location 
factors at the provincial level in Vietnam provides important empirical evidence to help 
us to understand the factors affecting FDI inflows across provinces in this host country. 
This province-level analysis adds to the FDI literature, which is mainly focused on 
investigating the relationship between FDI inflows and various location factors at the 
national level, and which provides analytical insights, especially for policy-makers in 
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Vietnam who seek to achieve a more even spatial distribution of FDI inflows across 
provinces. To provide a more comprehensive analysis of Vietnam’s FDI policy and 
location factors in attracting FDI, as well as validating the key theoretical propositions, 
an analysis of Vietnam’s performance vis-à-vis ASEAN is undertaken in this study. 
This thesis, therefore, investigates the performance of Vietnam’s attraction of FDI by 
analysing and assessing how effectively its policies and location factors at both national 
and sub-national levels have performed to attract FDI to the economy. It consists of 
three main analytical parts. It first critically analyses the policies used to attract FDI to 
Vietnam since the introduction of 1986 Doi Moi policy, as well as investigating whether 
the patterns of FDI inflows in Vietnam have achieved the aims and targets of the 
Vietnamese government’s policies. Second, it empirically examines the location factors 
that might explain the observed actual outcomes of FDI location choices across 
provinces in Vietnam. For a comparative perspective and analysis, this study then 
empirically examines the location factors of Vietnam in attracting FDI inflows by 
testing their impacts on FDI inflows in comparison with those of other ASEAN 
countries to ascertain whether Vietnam’s FDI location factors have made it an attractive 
destination for FDI in the ASEAN region. 
1.3  RESEARCH OBJECTIVES AND QUESTIONS 
The aim of this thesis is to provide robust evidence-based analysis and explanations to 
uncover what drives FDI inflows in Vietnam after having had practically no FDI inflow 
prior to the launch of its economic reform in the mid-1980s. Specifically, the objectives 
are:  
1. to examine the patterns of FDI in Vietnam to evaluate to what extent they have 
achieved the aims and targets of Vietnam’s government policies on FDI; 
2. to identify and estimate location factors and their impact on FDI location 
choices across provinces in Vietnam, in order to provide evidence-based 
explanations for FDI location pattern at the provincial level; 
3. to assess how Vietnam has performed in attracting FDI inflows in comparison 
with other ASEAN countries. 
To achieve these three objectives, the key research question raised in this thesis is: How 
have Vietnam’s policies and location factors performed in the attraction of FDI 
inflows?  
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In addressing this key research question, the following sub-questions are raised: 
1. Have the patterns of FDI inflows achieved the aims and targets of Vietnam’s 
government policies on FDI, and why? 
2. What are the location factors determining FDI at the provincial level in 
Vietnam? And to what extent, and why, have these factors influenced FDI 
location distribution across provinces? 
3. What are the FDI location factors of Vietnam at the national level? And have 
these location factors made it an attractive destination for FDI location choices 
in comparison with other ASEAN countries? 
1.4  RESEARCH DESIGN 
In answering these questions, this research is designed as follows. It first surveys the 
relevant literature on FDI theories and previous empirical studies on the role of 
government policies and location factors in attracting FDI inflows. This is done to 
develop an analytical framework to set out key theoretical considerations in 
constructing criteria for assessment of the performance of Vietnam’s attraction of FDI. 
It then investigates the effectiveness of Vietnam’s policies and location factors in 
attracting inward FDI to the country by empirically testing the effects of these factors 
on FDI inflows using both province-level data in all 63 provinces in Vietnam, and 
national-level data in all ASEAN countries. 
Provincial performance of FDI attraction is investigated before the performance of FDI 
attraction at the national level, as findings from the provincial-level analysis will 
provide, at the practical disaggregated level, an evidence-based analysis of how 
Vietnam’s FDI location factors work, as well as providing a basis and solid foundation 
to help tell a full story on the performance of Vietnam’s attraction of FDI at the national 
level from a comparative perspective against other countries, and to help validate some 
key theoretical propositions.  
The empirical work of this thesis consists of three main parts. The first part analyses 
and assesses the policies which were used to attract FDI to Vietnam from when the 
economic reform started in 1986, as well as investigating whether the patterns of FDI 
inflows in Vietnam have achieved the aims and targets of Vietnam’s government 
policies. The analysis in this part is mainly based on data for the period 1986 to 2012, 
compiled from the Vietnam Statistical Yearbooks (VSY) published by the General 
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Statistical Office of Vietnam (GSO), and legal and policy documents on FDI published 
by Vietnamese authorities.  
The second part empirically examines the location factors that have an impact on FDI 
inflows across provinces in Vietnam in order to uncover the efficacy of FDI location 
factors at the provincial level. It investigates the extent to which FDI-related policies in 
Vietnam have affected the provincial distribution of FDI inflows, focusing on special 
economic zones, ease of business establishment and land access, trained labour force, 
and business support services. It also examines the role of other economic factors such 
as market size, labour cost, and infrastructure development, and the geographical factors 
of distance from a central city, international gateway, and international sea port in 
influencing the location choice of FDI at the provincial level. To do this, the Hausman-
Taylor estimator will be applied to the Vietnamese province-level data for the period 
2005 to 2012. Data for analysis in this part come from two primary sources: the VSYs 
published by GSO and the Vietnamese provincial competiveness index (various issues) 
published by the United States Agency for International Development (USAID) and the 
Vietnamese Chamber of Commerce and Industry (VCCI).  
The final part of this study assesses how Vietnam, as a member of ASEAN, has 
performed in comparison with its other members in attracting FDI inflows. It first 
identifies and examines location factors that influence inward FDI location choice in 
ASEAN. These factors are market size, exchange rate uncertainty, trade openness, 
labour quality, labour cost, infrastructure development, and price inflation. To do this, 
this research employs fixed effect estimates and ASEAN national-level data for the 
period 1990 to 2012. It then investigates the effects of the location factors of Vietnam 
compared to the nine other ASEAN countries as a whole in attracting FDI inflows by 
employing fixed effect estimates with a dummy variable for Vietnam. Using a dummy 
variable, the effects of the location factors on Vietnam are isolated from those of the 
other ASEAN countries in attracting FDI. Data for analysis in this part come from two 
primary sources: the World Development Indicator (WDI) (various issues) published by 
the World Bank (WB) and the World Investment Report (WIR) (various issues) 
published by the United Nations Conference on Trade and Development (UNCTAD). 
Figure 1.1 presents the research design for this study.  
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Figure 1.1  Research Design for the Study  
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1.5  RESEARCH CONTRIBUTIONS 
This thesis aims to make several original contributions to the literature. First, this 
research is the first systematic study testing theoretical propositions against evidence in 
the Vietnamese context from when the country started from scratch in terms of FDI 
attraction, providing also for the first time both intra-country and inter-country evidence 
on the efficacy of government policies and the utilisation of location factors. Second, it 
addresses evidence-based issues for future formulation of FDI policymaking for 
refining the extant FDI policies and business environment with the aim of attracting not 
only FDI quantity but also the desired FDI composition and quality. Finally, it 
contributes to the extant FDI literature through its integrated intra- and inter- country 
analysis with empirical models, new perspectives, and a unique data set to produce 
better understanding of how Vietnam’s FDI policies and location factors have 
performed based on a theoretical framework and empirical evidence. 
1.6  STRUCTURE OF THE THESIS 
The thesis is comprised of nine chapters:  
Chapter 1 outlines the research background, research motivation and scope, research 
objectives and questions, research design, research contributions, and the broad thesis 
structure.  
Chapter 2 comprises a review of the relevant literature on FDI theories and a 
discussion of previous empirical studies on the government policies and location factors 
determining FDI inflows in order to help understand the key issues related to FDI 
attraction. 
Chapter 3 provides a brief overview of FDI inflows in the globalisation era and the 
experiences of selected countries in terms of leveraging and utilising policies to attract 
inward FDI. This chapter reviews the general background of FDI: (1) trends in global 
FDI, (2) the impacts of FDI inflows on host countries, and (3) the importance of FDI 
inflows to developing countries. It provides a brief overview of the experiences in 
developing and utilising policies to attract FDI inflows in Australia, China, and 
Malaysia.  
Chapter 4 reviews the development of FDI policies in Vietnam from the time of the 
French rule to the Doi Moi policy and to the present to help understand the context of 
Vietnamese FDI policies.  
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Chapter 5 critically analyses and assesses Vietnam’s FDI policies and their objectives 
since the introduction of 1986 Doi Moi policy. This chapter investigates the evolution 
and changes of the Law on Foreign Investment and the reasons for the amendments and 
supplements to this law to attract FDI inflows to Vietnam. It assesses the role of other 
related policies in enticing flows of FDI such as tax-incentive policies, exchange rate 
policies, labour policies, and open-trade policies. 
Chapter 6 investigates whether the patterns of FDI inflows in Vietnam have effectively 
achieved the aims and targets of Vietnam’s government policies. The patterns of FDI 
inflows in Vietnam over the past two and a half decades are carefully analysed in terms 
of provincial distribution, source country, ownership structure, sectoral composition, 
and FDI inflows to special economic zones. 
Chapter 7 examines to what extent the identified key location factors have affected FDI 
location choices across provinces in Vietnam in order to provide a systematic 
investigation to uncover FDI location factors at the provincial level. The chapter 
presents a review of the literature on Vietnam’s FDI location factors, and the research-
hypothesis development and methodology for this part of empirical study. Then, data 
sources used for the empirical analysis are described and the findings are discussed.  
Chapter 8 investigates Vietnam’s location factors in attracting FDI inflows in 
comparison with those of other ASEAN countries in order to find out whether 
Vietnam’s FDI location factors have made it an attractive destination for FDI location 
choices in the ASEAN region. The chapter presents a brief review of the literature on 
ASEAN FDI location factors, and the research hypotheses and methodology for the 
study. Then, data sources used for the empirical analysis are described and the findings 
are discussed.   
Chapter 9 concludes with the broad findings, as well as highlighting the significance 
and implications of the findings in relation to the research questions. Further, the 
limitations of the research and suggestions for future research are discussed.  
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CHAPTER 2: 
LITERATURE REVIEW  
 
2.1  INTRODUCTION  
International investment has long accompanied global trade but it has become 
significantly more important with the expansion of multinational corporations. FDI is 
one of the means that enterprises employ to enter overseas markets. Over the last couple 
of decades, FDI has increased to exceed the growth rates of world output and world 
trade flows (UNCTAD 2012). To understand the nature of FDI, the reasons why FDI 
occurs and what factors of host countries influence the location choices of multinational 
corporations, substantive theoretical and empirical research has been conducted to 
address these questions. The purpose of this chapter is to survey the relevant literature 
on FDI theories and discuss previous empirical studies on the role of government 
policies and on location factors in attracting FDI inflows.   
This chapter is organised as follows. Section 2.2 discusses the definition of FDI from 
different perspectives—theoretical, statistical, and regulatory. Section 2.3 presents 
major theories about why companies engage in FDI: the Ownership Advantage theory, 
the Product Life Cycle theory, the Internalisation theory, and the Eclectic theory. 
Section 2.4 discusses previous empirical studies on the FDI impact of government 
policies and the effectiveness of policies on the utilisation of location factors. This is 
followed by a discussion about location factors as determinants of FDI from the 
perspectives of the effects on FDI inflows of host countries’ exchange rate uncertainty, 
market size, labour quality, labour cost, infrastructure development, trade openness, 
inflation rates, special economic zones, and tax incentives. The final section presents 
some conclusions. Figure 2.1 outlines the structure of this chapter. 
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Figure 2.1  Structure of Chapter 2 
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2.2  DEFINITION OF FDI 
Increased globalisation has been accompanied by high growth of international business 
activities and FDI. Global FDI inflows have expanded rapidly in both developed and 
developing economies. Gugler and Chaise (2010) and Rajan et al. (2008) argue that the 
last two decades have marked considerable progress in terms of the expansion of FDI 
and the effects of the General Agreement on Tariffs and Trade (GATT) on trade in 
manufactured goods all over the world. As impediments such as restrictions on the 
forms of investment and the degree of foreign ownership have been gradually eased, 
FDI inflows to developing nations have surged. Discourse on issues of FDI has also 
created interesting public debates by economists, policy-makers, investors, finance 
scholars, and demographics experts. 
Although there are several ways to define FDI, there is a clear distinction between FDI 
and portfolio investment. FDI definitions show the difference between FDI and 
portfolio investment, in that the latter is the purchase of bonds or stock in a host country 
by foreigners but it does not involve controlling ownership (White & Fan 2006). Moosa 
(2002) states that the common feature of these definitions lies in terms of ‘control’ or 
‘controlling interest’, which represents the most important feature that distinguishes FDI 
from portfolio investment, since a portfolio investor does not normally seek control. It is 
also argued that there is no agreement on what constitutes a controlling ownership, but 
most commonly a minimum of a 10 per cent shareholding is regarded as allowing the 
foreign enterprise to exert a significant influence over the key policies of the underlying 
project (Moosa 2002).  
According to IMF (1993), the ownership of at least 10 per cent of the ordinary shares or 
voting power (the influence of the direct investor on management of the foreign 
invested enterprise (FIE)) is the criterion for the existence of a direct investment 
relationship; the ownership of less than 10 per cent is considered a portfolio investment. 
The control influence of the foreign investor on management of the FIE can be 
expressed in several ways such as representative roles on the Board of Directors and 
(or) senior management positions, a direct role in formulating business policy, or 
transactions involving the inter-company transfer of materials (OECD 2008). Although 
FDI is not a new concept, the definition of FDI still creates interesting public debates. In 
other words, FDI is defined differently according to the theoretical, statistical, and 
regulatory perspectives (see Table 2.1).  
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Table 2.1  Definitions of FDI  
Perspectives Definitions of FDI 
 
 
 
Theoretical 
perspective 
FDI is real investments in factories, capital goods, land, and inventories where 
both the capital and management are involved and investors retain control over 
the use of the invested capital (Graham & Krugman 1995). 
FDI is the purchase of physical assets or a significant amount of the ownership 
(stock) of a company in other country to gain a measure of management control 
(Wild et al. 2008). 
FDI involves the transfer of assets from one country into another country for the 
purpose of use in that country to generate wealth under the total or partial 
control of the owner of the assets (Sonarajah 1994). 
 
 
 
 
 
 
 
Statistical 
perspective 
FDIs are the net inflows of investment to acquire a lasting management interest 
(10 per cent or more of voting stock) in an enterprise operating in an economy 
other than that of the investor. It is the sum of equity capital, reinvestment of 
earnings, other long-term capital, and short-term capital as shown in the balance 
of payments (World Bank 2012). 
FDI is an investment involving a long-term relationship and reflecting lasting 
interest and control by a resident entity in one economy (foreign direct investor 
or parent enterprise) in an enterprise resident in an economy other than that of 
the foreign direct investor (FDI enterprise, or affiliate enterprise, or foreign 
affiliate) (UNCTAD 2007). 
FDI is defined as investment undertaken by an entity resident in one economy in 
an enterprise resident in another economy with the objectives of obtaining or 
sustaining a lasting interest in the enterprise, and exercising a significant degree 
of influence over its management (Australian Bureau of Statistics 1998). 
FDI means the bringing of capital into Vietnam in the form of money or any 
assets by foreign investors for the purpose of carrying out investment activities 
in accordance with the provisions of the Law on Foreign Investment in Vietnam 
(General Statistics Office of Vietnam 2011). 
 
 
 
 
Any investment of an interest of 10 per cent or more is considered to be a direct 
investment. Investments that involve interest rates below 10 per cent may also be 
considered direct investments if the acquiring foreign-government investor is 
building a strategic stake in the target, or can use that investment to influence or 
control the target. In particular, an investment of less than 10 per cent which 
includes any of the following is considered to be a direct investment and must be 
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Regulatory 
perspective 
notified: (1) preferential, special, or veto voting rights; (2) the ability to appoint 
directors or asset managers; (3) contractual agreements including, but not 
restricted to, agreements for loans, and provision of services; or (4) building or 
maintaining a strategic or long-term relationship with a target entity. Retaining 
an interest of 10 per cent or more following the enforcement of a security 
interest is also considered a direct investment (Australia’s Foreign Investment 
Policy 2013). 
FDI means the remittance of capital in cash or other lawful assets by foreign 
investors into Vietnam in order to carry out investment activities in forms of: (1) 
establishing economic organisations in the form of 100 per cent of the capital of 
foreign investors; (2) establishing joint-venture economic organisations between 
domestic and foreign investors; (3) investing in the contractual forms of: BCC, 
BO, BTO, and BT; (4) investing in business development; (5) purchasing shares 
or to contribute capital in order to participate in the management of investment 
activities; and (6) investing in the carrying out of a merger and acquisition of an 
enterprise (Law on Investment of Vietnam 2005).  
 
Although FDI is defined differently when viewed from different perspectives, generally 
FDI means inflows of investment in assets from one country to another country to 
generate wealth, with the investors gaining control over the use of the invested 
enterprise or assets. The Sonarajah (1994) definition—that FDI involves the transfer of 
ownership of assets from one country into another country for the purpose of use in the 
host country to generate wealth under the total or partial control of the owner of the 
acquired assets—is relevant to this thesis and thus is applied in this study. 
Depending on the conditions of the host countries and foreign investors, the nature of 
the involved projects, and the relative bargaining positions of both recipient nations and 
overseas investors, FDI can take several different forms. These include forms such as 
wholly owned foreign subsidiaries, in which the ownership is entirely in the hands of 
foreign enterprises; joint ventures, in which a foreign enterprise shares ownership with a 
local firm; ‘fading-out’ agreements, in which local firms gradually take over the 
management and ownership of foreign investments as their capacities increase; 
management contracts, in which a foreign enterprise runs the company with little or no 
equity share; turn-key ventures, in which foreign enterprises hand over projects to the 
host nation after establishing them; and production-sharing agreements, in which a 
foreign enterprise and local firm share production instead of ownership (Gillis et al. 
2001; Pham 2004).  
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2.3  REVIEW OF FDI THEORIES  
FDI is the major mode by which investors, normally enterprises, extend their business 
activities internationally to achieve more benefits by internalising their firm-specific 
advantages. To explain the reasons for multinational enterprises engaging in FDI, 
several major strands of theories have been developed since the 1930s (see Table 2.2). 
Despite sometimes having different conceptual frameworks for FDI, almost all of the 
theories have focused on answering three key questions: What are the motivations of an 
enterprise in deciding to invest through FDI (not portfolio investment) in other 
countries? Why does an enterprise prefer FDI to other types of international business 
activities such as exporting and licensing? and What host-nation factors influence the 
location choice of a foreign enterprise when investing internationally? 
Table 2.2  Theoretical Frameworks of FDI 
Theories  Studies and Publication 
Years 
Key Components 
Product Life Cycle 
theory  
Vernon 1966, 1974, 1979 This theory concentrates on the three 
stages that a product goes through: the new 
product stage, the maturing product stage, 
and the standardised product stage. FDI is 
most likely to occur near the end of the 
maturing product stage (see Section 2.2.2).  
Ownership Advantage 
theory 
Caves 1971, 1974, 1996; 
Dunning 1993; Hymer 1960, 
1976; Teece 1981, 1984 
This theory suggests that firms investing in 
foreign markets via FDI must have firm-
specific advantages, such as advanced 
technology and superior managerial and 
marketing skills to gain a competitive edge 
over domestic firms (see Section 2.2.1).   
Internalisation theory  Buckley & Casson 1976, 
1985, 1998; Coase 1937; 
Hennart 1982, 1989; Rugman 
1982, 1996; Williamson 1975, 
1981 
This theory explains FDI as a way for 
MNEs to minimise their transaction costs 
caused by market imperfection by 
internalising their economic activities (see 
Section 2.2.3).  
Risk Diversification 
theories  
Agmon & Lessard 1977; 
Kogut 1983, 1985; Kogut & 
Kulatilaka 1994; Rangan 
These theories suggest that firms investing 
in foreign markets via FDI must have 
advantages when investing in countries 
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1998; Rugman 1979; Vernon 
1973, 1983 
with different economic, political, or 
cultural circumstances. These advantages 
include the abilities to access, harness, and 
integrate differences in the distribution of 
natural and created assets, and to have 
organisational and managerial experience 
related to these.  
Follow-my-leader 
theory  
Flowers 1976; Graham 1990, 
1998; Knickerbocker 1973 
This theory argues that FDI will be 
bunched in particular regions or nations 
over time, and that there is likely to be an 
inter-penetration of the territories occupied 
by oligopolists. 
Resource-based theory  Conner 1991; Conner & 
Prahalad 1996; Helleloid 
1992; Montgomery 1995; 
Wernerfelt 1984, 1995 
This theory suggests that investors invest 
overseas to secure a more stable or cheaper 
supply of inputs, for example raw 
materials and energy resources. 
Evolutionary theory  Cantwell 1989, 1994; Nelson 
& Winter 1982; Nelson 1991; 
Saviotti & Metcalfe 1991; 
Teece et al. 1997 
This theory suggests that the more efficient 
firms are in managing competitive 
advantages, the more likely they will be to 
have the capability to engage in asset-
exploiting and asset-augmenting FDI. 
Organisational theories  Bartlett & Ghoshal 1989, 
1993; Porter 1991; Prahalad & 
Doz 1987 
These theories have especially 
concentrated on the cross-border sourcing 
of intellectual assets and the coordination 
of these assets with those purchased within 
foreign firms.  
Traditional location 
theories  
Hoover 1948; Hotelling 1929; 
Isard 1956; Losch 1954; 
Lloyd & Dicken 1977; Weber 
1929 
These theories argue that foreign firms 
invest overseas due to several factors such 
as size, character, and potential growth of 
local markets; availability, quality, and 
price of natural resources; transportation 
costs; artificial barriers to trade, and so on 
in host countries.  
Internationalisation 
theories  
Anderson & Gatignon 1986; 
Daniels 1971; Forsgren 1989; 
Hirsch 1976; Johanson & 
Vahlne 1977; Welch & 
These theories argue that enterprises’ 
knowledge of local and overseas markets 
differs, and only enterprises which are 
successful in their internationalisation 
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Luostarinen 1988 process with experiential knowledge will 
benefit from their accumulated experience. 
Only those enterprises with enough 
knowledge will survive in the global 
markets.  
Government incentives 
theories  
Loree & Guisinger 1995; 
UNICTAD 1996 
These theories argue that fiscal and other 
incentives can lead to an increase in 
demand for the products of MNEs. 
Exchange rate theory  Aliber 1971; Blonigen 1997; 
Cushman 1985; Froot & Stein 
1991; Rangan 1998 
This theory explains that MNCs are more 
willing to buy a nation’s assets when that 
nation’s currency is weak, and exchange 
rate movements might have an impact on 
acquisition, because they involve firm-
specific assets, which, in turn, can generate 
returns in currencies.  
Knowledge-enhancing 
theories of location  
Chen & Chen 1998; Dunning 
1997; Kogut & Zander 1994; 
Porter 1994, 1998 
These theories explain that firms will 
invest in nations which offer the greatest 
opportunity for upgrading their existing 
core competencies, and that such a 
locational strategy is path-dependent. 
Orthodox 
internalisation theory  
Anderson & Gatignon 1986; 
Buckley & Casson 1976, 
1985; Caves 1996; Dunning 
1993; Hennart 1982, 1989 
This theory argues that MNEs capture the 
coordinating and transactional benefits of 
common governance of related activities 
and reduce the transaction and 
coordinating costs of arm’s-length 
markets.  
Dynamic 
internalisation theory  
Buckley & Casson 1998 This theory argues that MNEs tap into 
learning and experience-related assets to 
speed up the innovation process and 
capture the advantages of Schumpeterian 
integration and the common governance of 
R&D related activities. 
Agency theory  Eisenhartdt 1989; Jensen & 
Meckling 1976; Strong & 
Waterson 1987 
This theory explains that firms choose to 
own foreign value-added facilities 
primarily to reduce the risk of external 
agents having interests operating against 
the interests of the principals.   
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Market-power theories  Cowling & Sugden 1987; 
Hymer 1960, 1976  
These theories suggest that MNCs are 
grown by M&As intended to increase 
market power, rather than to upgrade 
efficiency.  
Efficiency-related 
theory  
Caves 1996; Teece 1981, 1984 This theory argues that MNEs capture 
scale-related production economies and 
raise dynamic technical efficiency through 
shared knowledge, learning experiences, 
and management expertise.  
Knowledge acquisition 
and sharing theories  
Antonelli 1998; Kogut & 
Zander 1994; Makino 1998; 
Teece et al. 1997; Wesson 
1993, 1997 
These theories suggest that MNCs 
augment existing intellectual assets, 
thereby increasing competitive prowess, 
and they capture synergies of knowledge- 
creation and augmenting activities.  
Eclectic theory Dunning 1981a, 1981b, 1993, 
2001, 2006 
This theory argues that firms undertake 
FDI when the features of a particular 
location combine with ownership and 
internalisation advantages to make a 
location appealing for investment (see 
Section 2.2.4). 
(Sources: Dunning 2001; researcher’s compilation) 
The Ownership Advantage theory (Hymer 1960), the Product Life Cycle theory 
(Vernon 1966), the Internalisation theory (Coase 1937), and the Eclectic theory 
(Dunning 1973, 1993, 2001, 2006) are the four major FDI theories that have been 
adopted in most studies on FDI. This present study adopts the Eclectic theory as the 
primary theoretical framework of the research, because it is a composite of the major 
theories on FDI and provides a valid cornerstone for FDI literature to bring forth further 
theoretical development (see Section 2.2.4). 
2.3.1  Ownership Advantage theory 
The Ownership Advantage theory states that an enterprise which owns a valuable asset 
that creates a monopolistic advantage domestically might utilise that advantage to enter 
overseas markets via FDI (Mahoney et al. 2001). This theory was developed by Stephen 
Herbert Hymer, who was one of the earliest researchers in FDI. In his 1960 doctoral 
dissertation The International Operations of National Firms: A Study of Direct Foreign 
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Investment, Hymer put forward the first theory of FDI. Hymer started his research by 
observing a substantial growth in the activities of US multinational enterprises. He 
proposed two key determinants for an enterprise to invest directly in other countries. 
The first determinant is the existence of a firm’s specific advantages that the enterprise 
might profitably exploit overseas, especially when local investment opportunities have 
been exhausted. These specific advantages are economics of scale, superior technology, 
or superior knowledge in finance, marketing, or management (Ball et al. 2008).  
Frischtak and Newfarmer (1996) also state that to compete with domestic enterprises, a 
foreign enterprise must have specific advantages. They list the advantages as product 
differentiation, the firm’s market position, patents, access to export markets and to 
credit, and technological advantages. FDI takes place due to product and market 
imperfections, which enable the foreign firm to operate more profitably in overseas 
markets than indigenous competitors can. These advantages give a foreign corporation 
some degree of power to overcome its lack of knowledge about the local environment. 
Hymer (1960) mentions that an enterprise might sell its advantages via licensing. 
However, licensing is normally less profitable than direct production, as well as 
involving the risk of poor control over production quality, and the risk to the foreign 
corporation’s monopoly of specific knowledge and technological advantages (Ietto-
Gillies 2005).   
The second key determinant for an enterprise to invest directly in other countries is the 
removal of obstacles in international markets. If a rival enterprise is already established 
in the same overseas market or is trying to enter it, the enterprise might collude and 
share the market with the rival or might try to obtain direct control of production 
overseas. If either strategy works, the obstacle of the other enterprise is removed. The 
prime message of Hymer’s theory is that for FDI to succeed, there have to be market 
imperfections that create both advantages and obstacles. Hence, by investing directly 
and by reducing competition, the enterprise can remove the obstacles while exploiting 
the market’s benefits (Ietto-Gillies 2005). 
The Ownership Advantage theory presented in Hymer’s study has been extended by 
other researchers such as Caves (1971), Cowling and Sugden (1987), Dunning (1977), 
Dunning and Rugman (1985), Graham (1998), Ietto-Gillies (2000, 2002), and 
Knickerbocker (1973). Caves (1971), for example, supports Hymer’s theory that 
enterprises must have a firm-specific advantage to succeed in competing with domestic 
enterprises in host nations, because the latter benefit in several ways from being at 
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home. He further mentions product differentiation as an important advantage for foreign 
companies in competing with local ones. Superior knowledge allows a foreign firm to 
produce differentiated products that buyers prefer to similar locally made goods; this 
should give the firm some control over the selling price and an advantage over domestic 
firms. Caves (1971) states that FDI is preferred to other kinds of investment such as 
exporting or licensing if knowledge is utilised in product differentiation instead of in 
managerial skills.  
Knickerbocker (1973) further expands Hymer’s work. After analysing the behaviour of 
187 large US multinational firms that had invested in 23 countries during the period 
1948–1967, Knickerbocker states that multinational firms are active in imperfectly 
competitive markets and invest as a result of a ‘follow the leader’ strategy, or in 
reaction to overseas enterprises ‘invading’ their local market (Faeth 2005). When one 
company enters the market, other companies in the industry follow. Competitors invest 
to avoid losing the markets served by exports once the initial investor starts local 
production. They may also fear that the initiator will achieve more advantages of risk 
diversification that they will miss out on if they do not participate in the market (Ball et 
al. 2008).  
In sum, the Ownership Advantage theory of Hymer remains fresh and insightful, in the 
general field of international business as well as FDI, even though this theory was 
introduced five decades ago. This theory has developed a fully coherent framework in 
an area where none previously existed, and at a time when FDI was not even considered 
in the economic literature as an autonomous type in need of explanation. However, the 
criticisms of Hymer’s theory are that it does not deal with policy aspects and it does not 
mention the influence of the political or social aspects of developing countries. Further, 
it does not discuss the impact of FDI in developing nations (Dunning & Rugman 1985). 
Another major limitation of the Ownership Advantage theory is that it focuses on the 
market-power advantages of multinational enterprises (MNE) and ignores the location 
factors of host countries in influencing FDI inflows. 
2.3.2  Product Life Cycle theory 
The Ownership Advantage theory explains FDI based on a firm’s specific advantages; 
however, the relative significance of these advantages changes over time as a product is 
developed through its life cycle. To deal with this issue, Raymond Vernon developed 
the Product Life Cycle theory in 1966 to illustrate recent kinds of FDI undertaken by 
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US corporations in the consumer goods manufacturing industry in Western Europe after 
the Second World War. This theory argues that an enterprise begins by exporting a 
product and later undertakes FDI as the product moves through its life cycle (Wild et al. 
2008).   
Vernon (1966) developed this theory to assess how innovation affects the comparative 
advantage of trading nations and to explain the process of a product in global trading 
changing from being an export item to being produced from direct investment 
internationally. Vernon started his work by investigating the relationship between 
product life cycle and outward investment, relating FDI and technology transfer by 
foreign corporations.  
Vernon concentrates on the effect of the timing of innovation, economies of scale, 
ignorance, and uncertainty, and suggests that FDI usually takes place in the course of 
the process of technology diffusion (Yang 2005). Vernon’s model has three stages: (1) 
the new product stage, (2) the maturing product stage, and (3) the standardised product 
stage (see Diagram 2.1). 
Diagram 2.1  Product Life Cycle Theory 
 
(Sources: Ietto-Gillies 2012, p. 65; Vernon 1966, p. 199) 
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In the new product stage, the product is unstandardised for a time, the initial demand is 
low compared to potential demand, and production is a small output for the local market 
(Vernon 1966; Wild et al. 2008). In the maturing product stage, the demand for the 
newly developed product increases in both local and international markets and 
production techniques are standardised to a certain degree. Near the end of the maturing 
stage, some innovating enterprises start to invest overseas to meet international demand 
(Vernon 1979; Wild et al. 2008). In the standardised product stage, the demand in the 
innovating market is fully met and production technology becomes highly standardised, 
which provides the opportunity for shifting the location of production from an advanced 
nation to a developing country (Laura 2011; Parry 1980; Vernon 1966). 
The Product Life Cycle theory of Vernon has been supported by other researchers such 
as Cantwell (1995), Gruber et al. (1967), and Mullor-Sebastian (1983). For instance, 
Gruber et al. (1967) expand Vernon’s work by making two additional points in relation 
to foreign investment and technological gaps. These researchers examine how FDI 
closely follows involvement via exports. This means that the marginal costs of setting 
up production are decreased because the basic information regarding the nation and the 
market are available to the enterprise. Additionally, the enterprise might start sourcing 
other markets in Europe or elsewhere. Further, if production costs outside the United 
States (the country studied by Vernon) are low enough to outweigh transport costs, the 
product will be imported into the United States. When the product becomes more and 
more standardised, it requires production processes with high capital intensity and 
unskilled labour. In this phase, imitation becomes easier, competition increases, and 
cost reduction becomes necessary. This might contribute to a location strategy of 
production in a less developed nation in search of low labour cost (Ietto-Gillies 2005).   
Cantwell (1995) supports Vernon’s theory and states that international investment is led 
by technology leaders, as a means by which they increase their share of world markets 
and world production. However, Cantwell goes further in seeing innovation spilling in a 
variety ways including spillage from one product to others in a multi-product enterprise 
and industry.  
In sum, Vernon’s theory indicates that FIEs develop new products in their home 
nations, using local resources and technologies to respond to domestic market demand, 
and after that they diffuse the innovations to other countries step by step, first to nations 
that are close to the stage of development achieved by the home nation, and then to 
developing economies (Katsioloudes & Handjidakis 2012). In other words, as 
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enterprises in advanced nations develop their own technology, they use the technology 
to produce products and they export those products to other nations. When the 
technology becomes highly standardised, the original technology becomes less 
profitable, and hence these enterprises are forced to develop new technology. 
Companies’ international business activities change in accordance with the life cycle of 
products developed by those companies. This occurs in three stages, from the new 
product stage through the maturing product stage, to the standardised product stage.  
However, Vernon’s theory has some limitations. Vernon developed his theory at a time 
when most of the new products being developed in the world were originating and 
being sold first in the United States, but today the United States is no longer the sole 
innovator of products, and new products are springing up everywhere as companies 
move to globalised production through a supply chain that is made up of diverse 
suppliers across nations. Companies now design new products and make product 
modifications at a very quick pace. Further, many small firms are teaming up with firms 
in other markets to develop new products or new production technology. Additionally, 
Vernon’s theory explains why the FDI of multinationals follows the international 
product life cycle of their products, but it does not give reasons why other markets’ 
entry modes such as exporting or licensing are less advantageous options. The following 
theory covers this issue.  
2.3.3  Internalisation theory 
Internalisation theory suggests that FDI is more likely to occur—that is, international 
production will be internalised within a firm—when the costs of negotiating, 
monitoring, and enforcing a contract with a second firm are high (Mahoney et al. 2001). 
This theory tries to explain the growth of transnational enterprises and their motivations 
for attracting FDI. It is not a new theory; in fact, this theory is rooted in the transaction 
cost approach proposed by Ronald H Coase in 1937. In his influential paper The Nature 
of the Firm, Coase investigated what firms are and why they exist.  
Coase’s approach explains the existence and development of a firm because of the costs 
and benefits of internal transactions, and therefore of the internal allocation of 
resources, against the costs and benefits of external transactions, and therefore of 
resource allocation via the market. Coase suggests that the operations costs of one 
product do not limit firm size. Firms might diversify by organising exchange 
transactions for the production of new products and ceasing exchange transactions for 
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old products that are very high-cost. A firm’s optimal size is defined by the marginal 
costs of an additional transaction. Thus, a firm continues to expand until the 
organisation of an additional transaction equals either the cost of organising in the 
market or the costs of competing firms (Laura 2011).  
Coase’s approach is developed in the well-known work by Oliver Williamson (1975, 
1981). Williamson interprets the whole of business history, with its internal and external 
impacts, as driven by a firm’s aim of gaining economies of transaction costs. He 
employs the economics of transaction costs to analyse not only the organisation of 
production and the development of the enterprise, but also the evolution of the internal 
structure of modern firms and the issue of ownership and control within them. He 
argues that internalisation advantages can exist because of either know-how or 
goodwill, which might lead to horizontal integration, or because of a lack of 
competence in other markets, which might lead to vertical integration.  
According to Williamson’s approach, if internal growth is the result of economising and 
if the economies are privately as well as socially beneficial, then any antitrust regulation 
must assess the case in the light of both market power and the benefits deriving from 
economising on transaction costs. Any negative social impacts due to excessive market 
power are counterbalanced by the positive social impacts due to economies of 
transaction costs. A good legal framework might protect the enterprise against 
opportunistic behaviour, as well as decreasing the uncertainties of establishing in the 
market (Ietto-Gillies 2005).  
The Internalisation theory is further extended by Buckley and Casson (1976), who 
concentrate on the improvements from internalisation available in the presence of 
market failures. These authors discuss many kinds of market imperfections, for 
example, time lags and transaction costs that call for internalisation, and various 
markets where imperfections are more likely to be present. Internalisation of markets 
crosses national boundaries and explains the very existence of international production 
(Kehal 2004). So, imperfect markets create incentives to internalise. Because the market 
for knowledge is imperfect, there are strong benefits in internalising it. Knowledge is a 
public good within the firm, so it may be used in several branches of the firm at little or 
no extra cost. Because knowledge is easily transmittable across national boundaries, the 
transmission of knowledge tends to create internal markets across frontiers and hence to 
create MNEs. Besides, multinational enterprises’ characteristics are not attributable to 
the costs and benefits of multinationality alone, but also to their internalisation drive 
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and to the fact that they operate in industries and markets where there are strong 
incentives to internalise (Ietto-Gillies 2005).  
Overall, the Internalisation theory suggests that FDI is a response to market 
imperfection. It explains FDI as a way for MNEs to minimise their transaction costs 
caused by market imperfection by internalising their economic activities. Through FDI, 
structural market imperfections such as tariffs, taxation, import restrictions, exchange 
rate policies, and other regulatory restrictions can be internalised by multinationals. 
Further, market imperfection imposes transaction costs on the transfer of intangible 
assets including technology. In order to overcome this problem, MNEs invest in foreign 
countries instead of selling or licensing their technology or patents (Rugman 1996). 
Internalisation theory has proved useful in giving a theoretical framework for 
highlighting the strong role that organisational issues play in a firm’s decisions, 
including the decisions on their international activities. However, it is criticised in that it 
has limitations in terms of the lack of analysis of labour and of the relationship between 
labour and capital. In fact, Coase’s approach related to the costs and benefits of internal 
transactions makes no specific reference to labour other than indirectly in a brief 
reference to variations in the supply price of factors of production in firms of different 
sizes (Ietto-Gillies 2005).  
2.3.4  Dunning’s Eclectic theory  
Among various theories that have evolved for analysing the determinants of FDI, the 
widely adopted one is Dunning’s (1993, 2001, 2006) Eclectic theory, which combines 
elements of some of the major theories to form a unified theory of FDI. Dunning 
expands on the main argument of the Coase (1937) Internalisation theory that 
enterprises internalise the costs of transactions and thus coordinate their resources, 
instead of letting the market steer the allocation of inputs for production. Together with 
the contributions of the Ownership Advantage theory (Hymer 1960) and the Product 
Life Cycle theory (Vernon 1966), Dunning develops a strand of research concentrating 
on multinational enterprises. Dunning’s theory recognises that FDI reflects both 
international business activity and the business activity internal to an enterprise.  
According to Dunning’s Eclectic theory, if an enterprise is going to invest in production 
facilities internationally, it ought to satisfy three kinds of advantages: ownership 
advantage (O), location advantage (L), and internalisation advantage (I). Hence, this 
theory is also known as the OLI framework or the OLI paradigm.  
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Ownership advantages are the specific assets that a foreign enterprise has to have to 
overcome the disadvantages of competing with local enterprises. They include both 
tangible assets, such as capital and manpower, and intangible assets such as ownership 
of proprietary technology, tacit knowledge, company name, reputation and 
management, marketing and production skills, or the benefits of economies of scale that 
allow the enterprise to provide goods and services more competitively in the home 
nation as well as other countries. 
Location advantages are the advantages specific to the host region or country, which are 
likely to make it more attractive for overseas investors. This means that the host 
destination must possess economic benefits, including market size, market potential, 
labour cost, labour quality, natural resources, costs of transport and 
telecommunications, and political advantages including appropriate government 
policies such as tax, exchange rate, labour, and trade policies, as well as investment 
incentives that could affect FDI inflows. These advantages are the major reasons why 
enterprises decide to invest in one location instead of another.  
Internalisation advantages allow an enterprise to exploit owner-specific and location-
specific assets fully. An enterprise has several alternatives for entering overseas markets 
to exploit its ownership-specific advantages via internalisation. The internalisation 
advantage offers a framework for evaluating alternative ways in which enterprises can 
organise the creation and exploitation of their core competencies, given the location 
attractions of different nations. 
Overall, Dunning’s Eclectic theory suggests that ownership, location, and 
internalisation advantages are necessary conditions for an enterprise to undertake FDI 
successfully. Ownership advantage depends on the characteristics of multinational 
enterprises and their business, including MNEs’ innovatory capabilities, learning 
ability, equipment, manpower, capital and production, and their managerial and 
marketing skills, as well as other key elements such as knowledge of international 
markets, and company name and reputation, which multinational enterprises can exploit 
in the foreign market. Location advantage consists of potential determinants of FDI 
inflows such as infrastructure development (transport and communications), institutions 
and social issues (jurisdiction, bureaucracy, culture, rule of law and independence of the 
judiciary), resources (land and building costs, cost and quality of materials, labour cost 
and energy), and market conditions (market competition, economies of scale and scope, 
and trade protection). Significant factors affecting investors’ FDI location choices are 
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the host country’s corporate and other tax regimes, the exchange rate, trade openness 
and investment incentives relative to those at home or in other countries. The third 
advantage, the internalisation advantage, relates to the control rights of a foreign 
investor with respect to supplies, market outlets, and property rights; and cost factors 
such as search and negotiation, and contract enforcement. Diagram 2.2 presents a 
summary of the Dunning’s Eclectic theory, or the OLI Paradigm.  
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Diagram 2.2  The Ownership, Location, and Internalisation (OLI) Paradigm 
 
(Sources: Researcher’s compilation from Dunning 1993, 2001, 2006; Hogenbirk 2002) 
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Among the FDI theories, the Eclectic theory developed by Dunning integrates the major 
FDI theories and is a holistic and dynamic framework for FDI location studies and for 
this study in particular. The OLI Paradigm of Dunning is widely used to explain why 
multinationals decide to invest in a host nation. Further, the Eclectic paradigm can be 
employed to explain why overseas investors decide to invest in a particular region in a 
host country. This is because Dunning’s Eclectic paradigm is a composite of the major 
theories on FDI and provides a sound platform for further theoretical development. The 
Eclectic paradigm is widely considered the most influential framework for empirical 
studies on FDI location factors. It is a powerful tool for understanding the wide variety 
of factors determining FDI location choices.  
Recently, FDI location studies have shifted from the national level to sub-national levels 
(Dunning 2010; Le 2012; Liu 2009). For example, Liu (2010) studies the regional 
determinants of FDI in the interior of China; Ledyaeva (2009) analyses the determinants 
of FDI inflows in Russian regions; Nguyen and Zhang (2012) investigate the 
relationship between FDI and economic growth, competition among provinces, and the 
effects of laws in attracting FDI in Vietnam; and Villaverde and Maza (2012) examine 
FDI regional distributions and determinants in Spain. In the provincial context, 
ownership, location, and internalisation advantages have been considered necessary 
conditions for an enterprise to undertake FDI successfully. When investing in provinces 
or states of a country, multinational enterprises are assumed to have similar 
opportunities to utilise O and I advantages, and thus the L advantages of host provinces 
are the component that is relevant for analysis. For these reasons, the Eclectic theory is 
relevant and applicable to FDI studies not only at the national level, but at regional and 
provincial levels. 
Most FDI policy and location-factor studies are based on Dunning’s Eclectic theory, 
including the Banga (2003) study on the impact of government policies and investment 
agreements on FDI flows in 15 developing countries of South, East, and South East 
Asia; the Chandprapalert (2000) study on the motives and determinants of US FDI and 
multinational enterprises’ activity in Thailand; the Deichmann (2004) study on FDI 
location factors in Poland; the Galan and Gonzalez-Benito (2001) study on FDI 
determinants in Spain; the Hogenbirk (2002) study on determinants of inward FDI in 
the Netherlands; and the Zhang (2001) study on FDI determinants in China. This 
present study, which assesses Vietnam’s policies and the role of location factors in 
attracting FDI inflows, adopts the Eclectic theory to provide an analytical framework 
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that is relevant to the subject and which is suitable for formulating hypotheses and 
undertaking empirical analysis. 
By reviewing relevant theories of FDI, this section has explored the motivations driving 
enterprises to invest internationally, the reasons why FDI is preferred over exporting 
and licensing, and the major factors affecting the location choices of foreign firms. The 
next section reviews previous empirical studies on government policies and location 
factors for attracting FDI inflows. 
2.4 STUDIES ON FDI POLICIES AND LOCATION FACTORS IN 
HOST COUNTRIES  
The location advantages of a host country are the most significant of the three types of 
advantages of ownership, location, and internalisation that affect investors’ FDI location 
choices (Dunning 1993, 1994). FDI location advantages are factors that are present in 
the geographic area chosen by multinationals for FDI. Those factors have long been 
argued by scholars (Dunning 1977, 2000, 2006, 2010; Porter 1998, 2000) to be crucial 
external dimensions of business success for multinationals in the host country. Based on 
different FDI theoretical frameworks, but mainly on Dunning’s Eclectic theory, various 
empirical studies on FDI have been conducted. Government policies (Banga 2003; 
TeVelde 2001), tax incentives (Aldaba 2006; Cleeve 2008; Kransdorff 2010), market 
size (Chakrabarti 2001; Head & Mayer 2004), labour quality (Billington 1999; 
Friedman et al. 1992), labour costs (Ali & Guo 2005; Janicki & Wunnvav 2004), 
infrastructure development (Tsen 2005; Tung & Cho 2001), exchange rate uncertainty 
(Schmidt & Udo 2008; Vita & Abbott 2007), trade openness (Belderbos 1997; Biglaiser 
& DeRouen 2006), special economic zones (Aggarwal 2005; Islam & Mukhtar 2011), 
and inflation rates (Ranjan & Agrawal 2011; Vijayakumar et al. 2010) have been 
identified as having critical roles. These can directly or indirectly affect the volume and 
the types of FDI inflows and can increase or discourage FDI inflows. While some 
researchers treat government policies as one part of the location factors, this thesis will 
single out government policies as a critical determinant for attracting inward FDI 
because the Vietnamese economy is still predominantly state-controlled and is in the 
process of reform based on policy changes.  
Reviewing the findings of empirical studies on FDI policies and location factors in this 
study is helpful in formulating hypotheses in the empirical part (Chapter 7 and Chapter 
8), as well as in selecting appropriate variables, data, and proxies to be tested 
 35 
empirically to determine FDI location factors. This review helps to indicate the 
expected signs and magnitudes of the coefficients of the variables identified in the 
literature. Therefore, the following sections present a comprehensive review of the 
studies on the effects of FDI inflows of government policies, the effectiveness of 
policies on the utilisation of location factors, and the effects of location factors, 
including exchange rate uncertainty, market size, labour quality, labour cost, 
infrastructure development, trade openness, inflation rates, special economic zones, and 
tax incentives, on FDI inflows.  
2.4.1  FDI inflow effects of government policies and the effectiveness of policies on 
the utilisation of location factors 
Government policies are often found to be the critical factor affecting FDI location 
choice. They can directly or indirectly affect the volume as well as the types of FDI 
inflows. Brewer (1992) shows that government policies are important determinants of 
the strategic decisions that foreign firms make to engage in FDI. Jones and Wren (2006) 
argue that host-government policies play a critical role in attracting FDI inflows. 
TeVelde (2001) shows that the expected positive impacts of FDI are not automatic for 
host countries and depend on government policies.  
Since the debt crisis of the 1980s and the financial crises of the late 1990s, most 
countries have tended to improve their investment environment with policies to promote 
the inflow of FDI to their economies (Dicken 2003). However, not all countries are 
successful in seeking FDI inflows or in achieving high levels of economic development 
through promoting FDI liberalisation (Vu 2008). While many countries such as Ireland, 
Singapore, Malaysia, China, and Australia have registered increasing FDI inflows, other 
countries have registered stagnant or even declining FDI inflows, including South 
Africa, Samoa, and Gambia (UNCTAD 2009, 2012). Ireland and Singapore are two 
interesting cases; both are often suggested as having best-practice policies for attracting 
FDI. TeVelde (2001) provides evidence that the success of these countries is strongly 
linked to their FDI and related policies. UNCTAD (2009) reports that the decline in FDI 
flows to South Africa and the poor response by foreign enterprises to South Africa’s 
efforts to attract FDI are because the country does not compare favourably with many 
others with regard to policy determinants. 
A study by Banga (2003) examines the impact of government policies and investment 
agreements on FDI inflows to developing countries. For empirical analysis, Banga uses 
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data from 15 developing nations in Asia over the period 1980–2000. To test the 
relationship between FDI inflow and related variables, the random effects model is 
employed. In testing the applicability of the model, the study compares the models with 
aggregate FDI as the dependent variable and uses data for actual FDI inflows and FDI 
approvals. Findings from Banga’s study indicate that the removal of restrictions has a 
significant and positive impact on FDI inflows into developing countries, and lower 
tariff rates attract FDI inflows. Similarly, Bitzenis et al. (2009) examine the barriers to 
inward FDI in Greece by employing a mixed methodology of interviews and 
questionnaire surveys covering 150 MNCs that invested in Greece during the period 
1995–2003. That study finds that the primary barriers to FDI are bureaucracy, taxation, 
and corruption. 
Ghosh et al. (2012) investigate the impact of restrictions on inward FDI. For empirical 
analysis, this study uses a data set from 23 OECD countries for the period from 1981 to 
2004. An autoregressive distributed lag model is used to test the relationship between 
FDI inflows as the dependent variable, and independent variables including GDP, FDI 
restrictions, R & D intensity, unemployment rate, educational attainment, trade 
openness, real exchange rate, real interest rate, and corporate tax rates. This study shows 
that the influence of FDI restrictions on inward FDI is negative and statistically 
significant. 
The Huang and Tang (2011) research on the determinants of FDI in China and India 
asserts that FIEs in India face more obstacles to business operations and growth than 
FIEs in China, especially in regard to issues arising from government regulations and 
the legal environment. In particular, FIEs in India face more constraints on issues 
related to customs and trade regulations, business licensing and operating permits, 
economic and regulatory policy uncertainty, industry regulations, and the legal system 
than those in China. China attracts much greater FDI inflows than India does. For 
instance, in the period 2006–2011, China received FDI inflow of USD598.3 billion 
compared to USD180.6 billion in India (UNCTAD 2012). Certainly, China’s rapidly 
expanding economy and its expanding domestic market are commonly regarded as key 
factors in explaining its high volume of FDI inflows. 
Further, government policies play significant roles in effectively utilising location 
factors in host countries, which in turn can attract FDI inflows. Porter (1996) argues that 
government policies assure the conditions for foreign investors to benefit most from 
their investment in a host country through stimulating growth and the free-market, 
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creating labour market flexibility, and improving the business climate with streamlined 
regulations that can attract FDI inflows. According to Dunning (1979), host-government 
policies become important, not only as sources of market imperfections that make FDI 
preferable to exporting or licensing, but as determinants of effectiveness in the 
utilisation of economic factors in host economies. A study by Basile et al. (2008) on the 
location choices of multinational firms in Europe reveals that a government policy 
creating more favourable conditions for investments through funding for training labour 
force, infrastructure development, and R&D activities can contribute to success in 
attracting FDI inflows. 
One of the primary motives for FDI is to seek new markets in the host country (Shapiro 
1998); market size thus positively influences FDI inflows in the host destination 
(Dunning 1993). Brewer (1993) argues that as the host country’s market size is a factor 
in explaining FDI inflows, monetary and fiscal policies that stimulate growth are 
significant determinants of the sizes and growth rates for markets for all goods and 
services in the economy. Open trade policies that encourage imports and exports tend to 
attract FDI. These policies create new markets for the fledgling economies and provide 
opportunities for investors to market their products and maximise their profits. 
Becoming a member of regional economic groups and signing bilateral trade and 
investment agreements may boost FDI inflows. Such policies are becoming increasingly 
significant in the wake of free trade, the globalisation of products and markets, and the 
free movement of global capital. The studies by Brewer (1991), Clegg and Green 
(1999), and Lafourcade and Paluzie (2011) indicate that trade policies, trade 
agreements, and regional integration stimulate trade in goods and services due to the 
removal of trade barriers, which in turn can have a positive impact on inward FDI for 
the participating countries.  
Government policies creating labour market flexibility are also considered to have 
positive impacts on FDI inflows (Dewit 2009). Locations with low labour costs but 
inflexible labour policies cannot compete with others in attracting FDI inflows. Brewer 
(1993) states that labour relations policies, such as minimum wages or enforced holiday 
leave policies, or mandatory separation compensation can deter inward FDI in host 
countries, while such wage policies and (or) price controls in home countries can 
encourage outbound FDI. According to Haaland et al. (2003), a country with policies 
stimulating a more flexible labour market should find it easier to attract FDI. This view 
is supported by the Javorcik and Spatareanu (2005) study that investigates new 
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investments in 19 Western and Eastern European countries in the period 1998–2001. 
That study reveals that the volume of FDI inflows is positively related to labour market 
flexibility in the host economy. In other words, the host economy’s policy towards a 
more flexible labour market is associated with a greater likelihood of investment.  
In Vietnam, since 1986, to strengthen the role of the private sector in the country’s 
economy to meet the goal of the economic reform, the government has developed 
policies to encourage the development of domestic private enterprises and policies to 
attract FDI. In line with the economic reform, the Law on Foreign Investment (LFI) was 
issued in 1987, and amended many times in (1992, 1996, 2000, and 2005) with the aim 
of minimising much of the red tape that had burdened companies, including government 
restrictions and administrative procedures that had been more onerous in Vietnam than in 
most other nations (see Section 5.2). Each amendment to the LFI played a crucial role in 
the process of attracting FDI flows to the country. As well as the LFI, Vietnam has 
enacted many laws and regulations to establish a policy and legal framework for 
economic reform. Some of the most important policies for economic reform, especially 
FDI attraction, are tax-incentive policies, open trade policies, exchange rate policies, 
and labour policies (see Section 4.3.4 and Section 5.3). The government’s FDI-related 
polices have been, therefore, considered as one of the main criteria for the assessment of 
FDI policies and location factors in Vietnam that are undertaken in this thesis.  
2.4.2  Exchange rate uncertainty and FDI inflows 
Fluctuations of the exchange rate can have an impact on profitability and FDI location 
choices. Several scholars hold the view that the uncertainty about fluctuations in real 
exchange rates might contribute to a number of risks and influences on FDI inflows 
(Amuedo-Dorantes & Pozo 2001; Campa 1993; Dhakal et al. 2010). It has been argued 
that expected future exchange rates have an impact on an enterprise’s FDI location 
choice, and when an enterprise is risk-averse, uncertainty about the future behaviour of 
exchange rates might deter FDI (Itagaki 1981).  
To examine the impact of exchange rate uncertainty on FDI, a substantial number of 
empirical studies have been conducted. One of the early studies by Kogut and Chang 
(1996) examines the effects of previous entry on the subsequent decisions of Japanese 
electronics companies to invest in the United States. The study assembled the histories 
of investments in the United States by 95 firms in the Japanese electronics industries in 
the first half of the 1980s. Applying a hazard model, the study tests for the effects of 
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firm, industry, and exchange rate movements on investment. The approach is threefold. 
First, the hazard model specification corresponds to the theoretical argument by 
estimating the effects of the previous path of investment on current investment 
decisions by individual firms. Second, using time-varying covariates, the study updates 
the process to include all variables which vary over time. Third, since the study uses the 
sample of all firms listed in the first section of the Tokyo Stock Exchange, the study 
avoids the bias which would arise by sampling only the firms which in fact invested in 
the United States. To test the result, the likelihood test is used in the study. That study 
reports that real exchange rate movements strongly influence FDI investors’ decisions 
to enter the market. 
A study by Vita and Abbott (2007) examines the impact of the level and volatility of the 
real exchange rate on UK FDI inflows from the seven major countries of origin of FDI 
over the period 1975–2001. For empirical analysis, their study uses annual data on UK-
inward FDI flows from the United States, France, Germany, the Netherlands, 
Switzerland, Australia, and Japan. To test the link between FDI and exchange rates, 
Vita and Abbott use both fixed effects and dynamic generalised methods of moments 
(GMM) panel estimation techniques. They employ the model: fit = α0 + α1fit-1 + α2dsi + 
α3LANGi + α4reit + α5 Vit + α6yt + α7trt + α8 (r* – r)it + α9 (w – w)it + α10 smt + εit. The 
result indicates that exchange rate volatility has a negative impact on FDI flows into the 
United Kingdom. 
Schmidt and Udo (2008) analyse the impact of exchange rate uncertainty on FDI. Their 
investigation is based on a cross-section time-series data set of US-outward FDI by 
industries to six major partner countries for the period 1984–2004. To analyse the data, 
the study employs the classical linear regression model (CLRM): (FDI/GDP)it = β0 + 
β1ln Rit + β2ln E (ɵit) + β2 Sd (ɵit) + uit. The US FDI outflow is the dependent variable 
and the real exchange rate and real exchange rate volatility are independent variables. 
Schmidt and Udo use the Feasible Generalised Least Squares (FGLS) estimation 
method, which has two stages. The FGLS method first estimates the model by OLS, 
disregarding the problems of heteroscedasticity and serial correlation. In the second 
step, the obtained residuals from this model are used to form the estimated variance-
covariance matrix of the error terms, which is used for the transformation of the original 
variables in the final estimation. By applying OLS to the transformed variables (which 
is GLS), the obtained estimators are best linear unbiased estimators (BLUE). The main 
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finding of the Schmidt and Udo (2008) study is that exchange rate uncertainty 
negatively affects FDI inflows. 
A number of other studies have worked on the relationship between the role of the 
exchange rate and FDI flows, including those by Amuedo-Dorantes and Pozo (2001), 
Campa (1993), Dhakal et al. (2010), Guo and Trivedi (2002), Kiyota and Urata (2004), 
Quere et al. (2001), Ruiza and Pozob (2008), and Xing and Zhao (2008). On the whole, 
findings from these studies support the view that exchange rate uncertainty has a 
negative impact on FDI inflows.  
In Vietnam, the exchange rate mechanism is based on an averaging of the previous 
day’s interbank exchange rates. The exchange rate mechanism applicable to the 
Vietnamese dong is the managed floating exchange rate mechanism that the State Bank 
of Vietnam determines on the basis of a basket of the foreign currencies with 
commercial, lending, repayment, and investment relationships with Vietnam, and in 
compliance with prevailing macro-economic objectives. The exchange rate for the 
Vietnamese dong, formed on the basis of a managed rate of supply and demand of 
foreign currency in the market, is regulated and controlled by the state (see Section 
4.3.4.3 and Section 5.3.2). 
One of significant channels through which exchange rates can have an impact on inward 
FDI in Vietnam is a depreciation of the real exchange rate reducing the cost of 
production inputs relative to foreign production costs. For instance, the depreciation of 
the real exchange rate can reduce the cost of domestic labour, thereby increasing the 
return on investment in labour-intensive manufacturing. It is argued that the exchange 
rate is a significant determinant of FDI inflows to host nations, and exchange rate 
uncertainty can have a negative impact on the financing of overseas investment, and 
might influence FDI inflows to host destinations (Campa 1993; Dixit 1989). Culem 
(1988) and Cushman (1985) argue that exchange rate movements mirrored changes in 
relative real labour costs, and it is these that determine FDI. Exchange rate uncertainty 
has been, therefore, considered as one of the main factors for this present study’s 
assessment of FDI policies and location factors in Vietnam.  
2.4.3  Market size and FDI inflows 
A large market in a host country provides a greater opportunity for multinationals in 
terms of production scales for high-volume sales, not only in the internal market but 
often for potential export to other markets (Vernon 1966). It has been argued that 
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market size plays a significant part in attracting inward FDI because multinational 
corporations are likely to be attracted by large markets that allow them to internalise 
profits from sales within the host nation (Agarwal 1980). Accordingly, market size has 
remained a key economic consideration of FDI, with most foreign investors motivated 
by a need to access new markets and to increase their share in existing markets in order 
to enhance their competitiveness.  
Many empirical studies have examined the relationship between market size and FDI 
inflows. One of the early studies by Wang and Swain (1995) examines location factors 
influencing inward FDI in China and Hungary over the period 1978–1992, including 
market size, cost of capital, labour costs, tariff barriers, exchange rates, and import 
volumes. Findings from that study are that FDI is positively affected by market size and 
market growth of the host country, whereas it is negatively affected by the cost of 
capital and political instability. The study shows that rapid exchange rate fluctuations 
have a negative impact on inward FDI, while a low wage rate is positively associated 
with FDI inflows. Similarly to the study by Wang and Swain (1995), the study by Love 
and Lage-Hidalgo (2000) on the determinants of investment flows from the United 
States to Mexico during the period 1967–1994 finds that the large market in Mexico has 
a significant positive effect on FDI inflows. Further, their study shows that cheap labour 
and market growth positively affect inward FDI, whereas capital costs and exchange 
rate movements have a negative influence on FDI from the United States to Mexico.  
In a similar examination of the relationship between market size and inward FDI, 
Aristotelous and Fountas (1996) use annual data for the period 1983–1992 to examine 
the determinants of FDI in the European Union (EU), with particular emphasis on the 
expectations of a single market following the Single European Act of 1987. They find 
that a large market leads to an increase in FDI. These authors argue that a large host 
market allows a foreign enterprise to achieve economies of scale in production and, 
hence, increases FDI flows to that country. 
In their studies on the determinants of the US FDI in the European Economic 
Community (EEC), Lunn (1980) and Scaperlanda and Balough (1983) report that FDI 
inflows in the EEC are positively determined by the host market size and host market 
growth, while tariff discrimination by the EEC against the United States has a negative 
effect on FDI inflows. A number of other studies have worked on the relationship 
between host market size and FDI inflows, including those by Chakrabarti (2001), 
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Culem (1988), Wheeler and Mody (1992), and Zhang (2000). These studies’ findings all 
support the view that a large host country market has a positive impact on FDI inflows.  
In Vietnam, before the economic reform, almost all industries were in a poor condition 
using old technologies. The domestic productive capacity was unable to serve local 
demand. Since the economic reform was adopted in 1986, state-owned and domestic 
private enterprises were still unable to meet increasing demand due to a shortage of 
resources such as capital, manpower, and technology. The increasing demand for better- 
quality consumer goods called for the need to be supplied by foreign investors. 
Recently, the potential market size of Vietnam with GDP growth rate averaging 6.12 
per cent from 2000 to 2012, a population of 80 million people by 2000 and 90 million 
by 2012, and the total retail sales of goods and services of USD39.3 billion by 2006 and 
USD111.6 billion by 2012 has caught the attention and preferences of market-seeking 
foreign investors (GSO 2014). Market size generally remains a dynamic and vital 
determinant for FDI location choice, normally proxied by GDP and the retail sales of 
products and services (Armstrong & Read 1998; Ranjan & Agrawal 2011; Vijayakumar 
et al. 2010). This dissertation, therefore, uses market size as a variable to assess FDI 
policies and location factors in Vietnam.  
2.4.4  Labour quality and FDI inflows 
In the globalising economy of the twenty-first century, a high-quality labour force is a 
crucial element for economies that want to move up the value chain beyond simple 
production processes and products. This suggests that the labour quality of a destination 
is a significant feature for FDI attraction. In the knowledge-capital model of FDI, 
multinationals locate their knowledge-generating activity in nations with abundant 
skills, so that a nation with a higher level of skills is expected to obtain more FDI 
(Ghosh et al. 2012). It has been argued that the availability of a semi-skilled and skilled 
labour force at a reasonable cost is what multinationals—particularly efficiency seekers 
from developed countries—expect when investing overseas (Markusen 1995; Milner & 
Pentecost 1996). 
Among several studies on the impact of the labour quality of the host destination on FDI 
inflows, the studies by Cassidy and Andreosso-O’Callaghan (2006), Gao (2005), Fung 
et al. (2002), Liu and Daly (2011), and Ramasamy and Yeung (2010) find that FDI 
inflows are positively associated with an adequate supply of skilled labour in the host 
countries. Using data on Japanese direct investment stock from Toyo Keizai Kaigai 
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Shinshutsu Kigyo Soran in 1998, Cassidy and Andreosso-O’Callaghan (2006) 
investigate spatial determinants of Japanese FDI in China, including GDP, cost of 
labour, quality of the labour force, and infrastructure development. The main finding 
from that study is that the high quality of the labour force in China has a significant 
positive effect on FDI inflows. The finding suggests that education is of great 
importance—particularly the availability of tertiary education—with respect to the 
attraction of Japanese FDI. 
To identify the location factors determining inward FDI in China, Fung et al. (2002) 
examine the determinants of US and Japanese FDI. Using a dataset from 1990 to 1997, 
Fung et al. (2002) show that FDI from both the United States and Japan are positively 
affected by high-quality labour. Similar to the studies by Cassidy and Andreosso-
O’Callaghan (2006) and Fung et al. (2002), a study by Liu and Daly (2011) on the 
determinants of FDI inflows across technology-manufacturing industries in three 
geographical regions of China reports that FDI inflows are positively related to high-
quality labour and good infrastructure development, and negatively related to labour 
cost. 
In their study of the determinants of FDI in services in OECD countries over the period 
1980–2003, Ramasamy and Yeung (2009) find that for efficiency-seeking FDI, labour 
quality is of particular importance for service FDI, and thus investing in education and 
training is crucial. Several other studies have investigated the relationship between the 
host country’s labour quality and FDI inflows, including the studies of Akinlo (2004), 
Braunerhjelm and Svensson (1996), Dent and Randerson (1996), Lu (2000), Milner and 
Pentecost (1996), Mody and Srinivasan (1998), Na and Lightfoot (2006), and Sun et al. 
(2002). These studies’ findings all support the view that high quality of labour in the 
host country has a positive effect on FDI inflows.  
One of features of the labour force in Vietnam is that since the country’s economic 
reform, the government has tried to improve its quality to attract FDI inflows. The 
number of full-time students in universities in this country has increased over time. For 
example, the total number of university students increased from 185,000 in 1990 to 
749,000 in 2000 and 2.2 million in 2011. In comparison with other countries, especially 
ASEAN countries, the labour force in Vietnam is better educated than some member 
countries. For instance, in 2011 the percentage of university students in the population 
was 4.5 per cent in Singapore, 3.7 per cent in Thailand, and 2.5 per cent in Vietnam. It 
was 2.2 per cent in Indonesia, 1.9 per cent in Laos
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in Cambodia, and 1.2 per cent in Myanmar. The percentage of high school students in 
the population was 12.2 per cent in Brunei and 10.1 per cent in Vietnam. It was 9.1 per 
cent in Malaysia, 8.5 per cent in Indonesia, 7.5 per cent in Laos, 7.3 per cent in the 
Philippines, 6.6 per cent in Cambodia, and 5.4 per cent in Myanmar (WB 2014). 
Scholarly research has emphasised that the appeal of host countries in attracting FDI 
depends on the labour market of the host countries in terms of labour cost, availability, 
and productivity (Fung et al. 2002; Gao 2005). The more that labour skills that are 
abundant in a host country, the more attractive it is to the foreign investors (Ghosh et al. 
2012). Thus, this thesis utilises labour quality as a variable to assess FDI policies and 
location factors in Vietnam. 
2.4.5  Labour cost and FDI inflows 
Theoretically, labour cost in both home and host countries is a vital factor in 
determining the volume and types of FDI inflows, and thus it has become one of the 
priority concerns of foreign investors. According to the Eclectic theory of Dunning 
(1991, 2001), low labour cost is one of the cost-minimisation strategies of enterprises 
and it plays a significant part in the location choice of FDI. It has been strongly 
suggested that the availability of less expensive inputs in a host nation is a significant 
factor for moving production capacity abroad (Vernon 1966). The labour cost in the 
host destination is a considerable factor, because it constitutes a substantial proportion 
of total production costs. Roberto (2004) argues that when multinational investors 
entering international markets have to make decisions on building new production 
facilities in a foreign country, they are strongly influenced by the labour cost in that 
country.  
Many published studies have found a negative relationship between labour cost and FDI 
inflows. An early example of this is the study conducted by Cushman (1987) that 
analyses the effects of real wages and labour productivity on FDI. By estimating 
equations based on time series data for annual bilateral US FDI flows to and from five 
other industrialised countries—the United Kingdom, France, Germany, Canada, and 
Japan—over the period 1963–1981, Cushman reports that rising wages and falling 
productivity in the home countries encourage FDI outflows and discourage FDI inflows. 
In a similar vein, Bellak et al. (2008) conduct a survey seeking to establish a 
relationship between labour cost and FDI flows into Central and Eastern European 
countries. A panel-gravity model with a dataset comprising bilateral net-FDI flows 
between seven home and eight host countries for the period of 1995–2003 is used. A 
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result of that study suggests that high unit labour costs and high total labour costs in 
host countries affect FDI inflows negatively, whereas high labour productivity in host 
countries has a positive impact on inward FDI.  
Again with the purpose of investigating the relationship between labour cost and inward 
FDI, by using annual time series data for South Africa from 1960 to 2002, Fedderke and 
Romm (2006) investigate the growth impact and the determinants of FDI in South 
Africa. Findings from this study are that labour cost has a significant negative impact on 
FDI inflows, while market size and openness of the economy have strong positive 
effects on inward FDI. The study by Ismail and Yussof (2003), based on a regression 
model using time series data over the period 1985–1999 on FDI, wages, the labour 
force, skills, R&D expenditure, and the interest rate examines whether labour market 
competitiveness affects the inflows of FDI into Malaysia, Thailand, and the Philippines. 
The result is that the price of labour in the Philippines has a negative impact on FDI 
inflows.  
Similar to the studies by Bellak et al. (2008), Cushman (1987), Fedderke and Romm 
(2006), and Ismail and Yussof (2003), the study by Ranjan and Agrawal (2011) 
employs a random effects model based on a panel data set consisting of annual data 
from 1975 to 2009 to examine the determinants of FDI inflows in Brazil, the Russian 
Federation, India, and China (BRIC countries). They report that cheap labour is making 
Brazil an attractive destination for FDI. The studies by Boermans et al. (2011), Cheng 
and Kwan (2000), Dees (1998), London and Ross (1995), Na and Lightfoot (2006), and 
Wignaraja (1998) all support the view that a high labour cost is negatively associated 
with FDI inflows. 
On the other hand, it has been argued that low labour cost is accompanied by low skills 
and low productivity (Caves 1974). According to Moosa (2002, p. 34), ‘high wages may 
be indicative of high quality labour, in which case the relationship between low wages 
and FDI does not hold’. Some industries, such as computing, banking and finance, and 
R&D activities require highly skilled labour, which is normally associated with high 
labour cost. These industries are not relocated to host destinations where people 
working in these fields earn low wages. This means that highly skilled labour associated 
with high labour cost can attract FDI in some industries instead of discouraging it. Some 
studies, including those of Caves (1974) and Yang et al. (2000), show a positive 
relationship between labour cost and FDI inflows. A case in point is the Yang et al. 
(2000) examination of the determinants of FDI in Australia, using aggregated quarterly 
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time series data for the period 1984–1994. Yang et al. find that FDI inflows are 
positively related to a high wage cost and high interest rates, whereas they are 
negatively associated with high inflation.  
As with many other developing countries, Vietnam has the advantage of abundant cheap 
labour. For example, compared with other countries, especially ASEAN countries, 
labour costs in Vietnam are generally lower. In 2012, the legal minimum monthly 
wage in Cambodia and Laos was USD80 and in Vietnam was USD83, while it was 
USD1,518.40 in Singapore, USD275.60 in the Philippines, USD260 in Thailand and 
USD255.06 in Malaysia (www.Business-in-Asia.com). Scholarly research has 
emphasised the role of cheap labour in determining FDI location choice because it is in 
line with a country’s comparative advantage (Lucas 1993; Moore 1993). When host 
country labour costs rise, FDI inflows to those countries are likely to be discouraged. 
Hence, this present study uses labour cost as one of the main factors for the assessment 
of FDI policies and location factors in Vietnam.  
2.4.6  Infrastructure development and FDI inflows 
Extensive and efficient infrastructure is critical for ensuring the effective functioning of 
the economy, as it is a significant element in determining the location of economic 
activity and the kinds of activities or sectors that can develop in a particular location. 
This suggests that the choice of a particular host country for FDI is influenced by the 
infrastructure in that country. As expressed in the Eclectic theory of Dunning (1993), 
the quality of the infrastructure affects the attractiveness of a host country for FDI. A 
country with poorly developed infrastructure has low productivity levels, resulting in 
low returns on investment, thus discouraging FDI. A well-developed infrastructure 
facilitates operations in a host destination for multinationals, and enables them to 
transport their production materials, components and finished products more easily to 
designated areas. The investment environment is highly rated if it has the infrastructure 
such as power supplies, transport facilities, and communications networks that supports 
economic activities (Fung et al. 2002; Head & Ries 1996; Hsiao & Hsiao 2004).  
So far, studies on the relationship between infrastructure development in the host 
countries and FDI inflows have mainly been conducted on the United States and China. 
An early example is the study by Coughlin et al. (1991) that analyses state 
characteristics and the location of FDI within the United States. Their study uses a 
conditional logit model of the location choice of foreign firms investing in 
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manufacturing facilities across 50 states in the United States during the period 1981–
1983. They find that an extensive transport infrastructure and a large quantity of 
promotional expenditure are associated with increased FDI. In line with Coughlin et al. 
(1991), the studies by Loree and Guisinger (1995) on policy and non-policy 
determinants of US equity FDI, and Wheeler and Mody (1992) on international 
investment location choices in the United States show that inward FDI is positively 
associated with a good quality of infrastructure. 
In their study on the determinants of locations of FDI in China from 1999 to 2002, Li 
and Park (2006) find that good infrastructure of electricity, telecommunications and 
roads, and institutional improvements such as open policies, privatisation, and legal 
development have positive effects on FDI inflows. With the same purpose of 
investigating the relationship between infrastructure development and FDI inflows in 
China, the studies by Chen (1996), Na and Lightfoot (2006), and Wei et al. (1999) on 
regional determinants of FDI in China all report that infrastructure development has a 
positive relationship with FDI.  
A number of other empirical studies have examined the relationship between 
infrastructure development and inward FDI. These include Change and Kwan (2000), 
Fung et al. (2002), Gong (1995), and Sun et al. (2002). These studies’ findings all 
support the view that infrastructure development has a positive effect on FDI inflows.  
In Vietnam, by 1975, the infrastructure system was heavily destroyed by war. The 
government has tried to improve its infrastructure to attract FDI inflows since the 
country’s economic reform. Vietnam’s annual investment in infrastructure has 
accounted for around 9 to 10 per cent of its GDP (GSO 2013), resulting in significant 
increases in the construction and improved maintenance of roads, telecommunication, 
port capacity, and power supplies. For example, the total length of roads increased from 
105 thousand kilometres in 1995 to 126 thousand kilometres in 2003; 171 thousand 
kilometres in 2008; and 216 thousand kilometres in 2012. The total number of 
telephone subscribers increased significantly from 746 thousand in 1995 to 7.3 million 
in 2003; 81.3 million in 2008; and 141.2 million in 2012 (GSO 2013).  
Recently, many developing countries have spent big investment in developing mobile 
phone networks and devices instead of building fixed-line phone infrastructure to 
improve business environment. Compared with other countries, especially ASEAN 
countries, mobile cellular subscription in Vietnam is generally better developed than 
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some member countries. For instance, in 2011, the rate of mobile cellular subscriptions 
per 100 people in Singapore was 150.1 and 141.5 in Vietnam, while it was 116.3 in 
Thailand, 109.1 in Brunei, 102.4 in Indonesia, 99.1 in the Philippines, 94.1 in 
Cambodia, 84.4 in Laos, and 2.3 in Myanmar (WB 2014).  
Further, the Vietnamese government has offered special investment incentives for FDI 
projects undertaking infrastructure-facility development. These include exemption from 
applicable land-use fees or land lease, exemption from import duties on goods imported 
to implement the projects, as well as reducing corporate income tax and tax holidays for 
investments in infrastructure development in sectors listed as entitled to special 
investment incentives (see Section 5.2.2).  
Although infrastructure facilities including electrification, telephone penetration, and 
the road network have expanded considerably, enterprises in Vietnam still complain 
about insufficient transport infrastructure and expensive electricity and telephone 
services. Scholarly research has argued that FDI investors seek host countries with well-
developed infrastructure facilities to invest in, because efficient infrastructure can help 
them to reduce production input costs, increase the productivity of investment, and 
therefore stimulate FDI inflows (Cheng & Kwan 2000; Dunning 1993; Zhao & Zhu 
2000). This dissertation will use infrastructure development as a variable to assess FDI 
policies and location factors in Vietnam. 
2.4.7  Trade openness and FDI inflows 
What is known about the relationship between a country’s openness to trade and FDI 
inflows is largely based upon empirical studies that have investigated this relationship. 
It has been found that inward FDI is deterred by high tariffs or non-tariff barriers on 
imported inputs and is attracted to more open economies (Biglaiser & DeRouen 2006; 
Chakrabarti 2001). Numerous studies have addressed this issue, including those of 
Belderbos (1997), Biglaiser and DeRouen (2006), Brecher and Daiz Alejandro (1977), 
Brecher and Findlay (1983), Chakrabarti (2001), Djokoto (2012), Ellingsen and 
Warneryd (1999), Gorg and Labonte (2012), Liargovas and Skandalis (2012), and 
Pradhan (2010). 
Previous studies on the influence of the trade policies of host destinations on FDI 
inflows started with the investigation of the relationship between trade openness and 
FDI. A notable example is the study by Liargovas and Skandalis (2012) that examines 
the importance of trade openness for attracting FDI inflows. Trade openness is assessed 
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by using indicators such as economic openness measured by exports divided by GDP, 
imports divided by GDP, and total trade divided by GDP. For empirical analysis, the 
study used data from 36 developing countries, including Latin America, Asia, Africa, 
the Commonwealth of Independent States, and Eastern Europe for the period from 1990 
to 2008. To investigate the effects of trade openness on FDI inflows in developing 
markets, Liargovas and Skandalis (2012) employ a cross-country panel data model: Yt = 
β0 + β1EXCHt + β2OPENt + β3 GDP NOMt + β4 GDP PERCAPt + β5 POLITICALt. The 
dependent variable is FDI inflows and the five main variables as determinants of FDI 
are: (1) exchange rate stability, (2) nominal GDP, (3) GDP per capita, (4) political risk, 
and (5) trade openness. It runs the panel least squares regression with a time series 
component of 19 years (1990–2008) to span the sample period. The main empirical 
finding is that in the long run, trade openness contributes positively to the inflow of FDI 
in developing countries. 
To examine the relationship between trade openness and FDI inflows, Pradhan (2010) 
investigates this for the Indian economy during the period 1980–2007. For empirical 
analysis, Pradhan uses FDI data in India from 1980 to 2007. To analyse the data, the 
study employs two different models—bivariate and multivariate—to trace the impact of 
trade openness on FDI. First, it employs the bivariate model: Log FDIt = β0 + β1 OPENt 
+ Ut. FDI inflow is the dependent variable and trade openness is the independent 
variable. Second, it employs a multivariate model: Log FDIt = β0 + β1 CADt + β2 
GRGDPt +β3 INFt + β4 INFRt + β5 TOTt + β6 REERt + β7 OPENt + Ut. Accordingly, 
FDI is the dependent variable and other indicators such as current account deficit, 
growth rate of real GDP, rate of inflation, and net terms of trade are the independent 
variables. The study’s finding is that trade openness has a significant positive effect on 
FDI inflows.  
In line with Liargovas and Skandalis (2012) and Pradhan (2010), the studies by Djokoto 
(2012) on Ghana and Ferris et al. (1994) on Romania report that FDI inflows are 
positively related to trade openness. Djokoto (2012) investigates the effect of 
investment promotion on FDI flows into Ghana. For empirical analysis, the study uses 
FDI data for Ghana over the period 1970–2009. Cointegration among the variables is 
established using an auto regressive distributed lag (ARDL) model. The ARDL model is 
presented as ln FDIt = y0+ y1 ln GDPt + y2 ln ERt + y3 ln TOP + εt. The dependent 
variable is FDI inflows and the three main variables as determinants of FDI are GDP, 
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net terms of trade, and exchange rates. The study’s result is that trade openness has a 
positive impact on FDI inflows in Ghana.  
Similarly, Ferris et al. (1994) examine FDI in emerging market economies, 
concentrating on the case of Romania. For empirical analysis, Ferris et al. use a panel 
data model with FDI data for 11 Latin American countries over the period 1963–1988. 
The result shows that greater levels of both of imports and exports enhance Romania’s 
attractiveness for FDI. Various other studies, including those by Asiedu (2001), 
Billington 1999, Frenkel et al. (2004), Goldar and Ishigami (1999), and Lankes and 
Venables (1996) all support the view that trade openness has a positive impact on FDI 
inflows.  
Since the country’s economic reform in 1986, Vietnam has opened the door to the world 
and has taken its first steps in global economic integration. With the aim of developing 
multinational diplomatic and economic integration processes, and encouraging FDI to 
develop the country’s economy, Vietnam has gradually established diplomatic and 
economic relationships with several bilateral and multinational partners. Vietnam 
signed bilateral trade agreements (BTAs) and bilateral investment treaties (BITs) with 
more than 90 nations with which it has trade relations.  
One considerable achievement in Vietnam’s international integration is the BTA 
between Vietnam and the United States, which came into force on 10 December 2001. 
Importantly, Vietnam became a member of the WTO in January 2007 (see Section 
5.3.4). Accordingly, the ratio of merchandise trade (exports plus imports) to nominal 
GDP in Vietnam has increased over time, from only 15 per cent in 1988 to 118 per cent 
in 2002; to 171 per cent in 2008; and to 180 per cent in 2012 (GSO 2013). Openness of 
host countries is normally measured as the ratio of total trade (import plus export) to 
GDP. Scholarly research has argued that exports from one country to other countries 
normally precede FDI, with the exporting firm learning about international market 
opportunities via exports before engaging in FDI (Narula & Wakelin 2001). A high 
volume of imports in a host market may signal a high penetration by FDI enterprises 
that might start by exporting to the host market and then switch to FDI when they have 
established a foothold at that destination (Billington 1999). Thus, this thesis utilises a 
trade openness variable as a criterion to assess FDI policies and location factors in 
Vietnam. 
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2.4.8  Inflation rates and FDI inflows 
A country that has sound macroeconomic management with high and sustained growth 
rates obtains more FDI inflows than a country with a more volatile economy 
(Vijayakumar et al. 2010). The quality of macroeconomic management is widely 
proxied by inflation rates (Dasgupta & Ratha 2000). It has been argued that a high 
inflation rate indicates high economic tension in a country and reflects the inability or 
unwillingness of the government to institute stable economic policy (Schneider & Frey 
1985). Theoretically, if foreign investors are risk-averse, a higher inflation rate might 
contribute to a decrease in FDI because investors will not risk the profits expected from 
investment. According to Buckley et al. (2007), a volatile inflation rate in the host 
market leads to uncertainty and discourages FDI, because the high inflation rate 
devalues the domestic currency and reduces the real return on investment. 
Several studies have been conducted to investigate the impact of inflation rates in host 
countries on FDI location choices. A case in point is the study by Woodward and Rolfe 
(1993) that applies the logit model with micro data for all reported manufacturing plants 
opened during the period 1984–1987 to investigate the location of export-oriented FDI 
in the Caribbean Basin. That study reports that new FDI plants are negatively affected 
by inflation rates. Similar to the study by Woodward and Rolfe (1993), Ahn et al. 
(1998) and Udoh and Egwaikhide (2008) indicate that FDI inflows are negatively 
related to the inflation rate. Ahn et al. (1998) use a panel data model consisting of data 
from 23 developing countries over the 12 years from 1970 to 1981 to examine the 
effects of inflation and exchange rate policy on FDI flows to developing countries. The 
result shows that price inflation has a substantial negative effect on FDI inflows. 
Similarly, in the study on the effect of exchange rate volatility and inflation uncertainty 
on FDI in Nigeria in the period between 1970 and 2005, Udoh and Egwaikhide (2008) 
indicate that these factors exert a significant negative effect on FDI in Nigeria. 
In contrast, the study by Sahni (2012) on the trends and determinants of FDI in India 
shows the opposite result to the studies by Ahn et al. (1998), Udoh and Egwaikhide 
(2008), and Woodward and Rolfe (1993). Sahni applies the Ordinary Least Square 
(OLS) method to analyse data for the period 1992–1993 to 2008–2009, and finds that 
inflation rates and other independent variables such as GDP and trade openness have a 
positive relationship with FDI. On the other hand, in the study on the determinants of 
FDI in Brazil, Russia, India, China, and South Africa (BRICS countries), Vijayakumar 
et al. (2010) use a panel data model with data from the period 1975–2007. They report 
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that the economic stability proxied by the inflation rate and trade openness is 
insignificant in attracting FDI to these countries.  
In Vietnam, price inflation is unstable. Before its economic reform, this country had 
triple-digit inflation at 774 per cent per annum (Tran 1997). Then, after the high 
inflation ended in the early 1990s with an average inflation rate of around 51 per cent, 
inflation remained stable with an average price inflation rate of 3.1 per cent during the 
period from 1996 to 2003. However, in 2004 it jumped to 9.5 per cent and stayed 
relatively high. In 2008, it rose to 28.24 per cent, but in 2013 it was recorded at 6.6 per 
cent (GSO 2005, 2014). Scholarly research has argued that a country that has a stable 
macroeconomic environment with high and sustained growth rates receives more FDI 
inflows than countries with more volatile economies (Vijayakumar et al. 2010). 
Macroeconomic stability can be proxied by price inflation (Dasgupta & Ratha 2000). 
According to the studies of Ranjan and Agrawal (2011) and Vijayakumar et al. (2010), 
the price inflation of host countries has a negative influence on FDI inflows. Hence, this 
present study uses price inflation as one of the main criteria for the assessment of FDI 
policies and location factors in Vietnam. 
2.4.9  Special economic zones and FDI inflows 
One of the major strategies that several developing countries are using to attract FDI is 
the establishment of special economic zones (SEZ), including export processing zones 
(EPZ). It has been argued that the SEZ strategy is attractive to many developing 
countries, because it offers certain key advantages: (1) it is an effective method that can 
be implemented more quickly in a designated part of the country for attracting FDI into 
export industries; (2) it can provide a gateway to FDI from the international community 
for a host developing country; (3) it can be operated at much lower costs than some 
other ways of attracting FDI; and (4) it presents a smaller domestic political risk than 
opening up the entire country to foreign participation (Amirahmadi & Wu 1995; 
UNCTAD 2008). According to Woodward and Rolfe (1993), foreign investors prefer 
investing in SEZs, because: (1) SEZs offer fiscal and tariff incentives and freedom from 
foreign exchange regulation; (2) basic infrastructure requirements are provided; and (3) 
SEZs often provide on-site customs processing that greatly reduces paperwork delays.  
Several empirical studies have been conducted to establish the link between SEZs and 
FDI inflows. An early example of this is the study by Yuan and Eden (1992) on SEZs in 
Asia. Using a model of performance in SEZs in three case studies of Taiwan, South 
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Korea, and China, Yuan and Eden find that FDI inflows are positively associated with 
SEZs. In the study on SEZ history in Bangladesh and its administration and legislation 
to establish an economic enclave, Islam and Mukhtar (2011) employ a mixed-
methodology approach (interview and time series data analysis). They find that SEZ 
plays a significant part in attracting FDI as well as improving employment, foreign 
exchange earnings, and technology transfer in Bangladesh.  
Similar to the studies by Islam and Mukhtar (2011) and Yuan and Eden (1992), 
Aggarwal (2005) and Woodward and Rolfe (1993) find that FDI inflows are positively 
related to SEZs. Aggarwal (2005) uses both questionnaire surveys and panel data 
analysis to investigate the performance of SEZs in a comparison of India, Sri Lanka, 
and Bangladesh. Aggarwal finds that SEZs have positive effects on FDI inflows in these 
countries. In a similar vein, the Woodward and Rolfe (1993) study on the location of 
export-oriented FDI in the Caribbean Basin finds that SEZs and political stability have 
positive influences on inward FDI.  
For Vietnam, SEZs have had both a policy and an infrastructure rationale. In terms of 
policy, SEZs have played a significant part of the overall economic growth strategy to 
enhance industry competitiveness as well as attracting FDI inflows. Through SEZs, 
Vietnam can develop and diversify exports, while maintaining protective barriers, to 
create jobs and to pilot new policies and approaches of customs, legal, labour, and 
public-private partnership aspects. SEZs can also allow for more efficient government 
supervision of enterprises, provision of off-site infrastructure, and environmental 
controls. By September 2012, the whole country of Vietnam had 293 SEZs which 
attracted 4300 FDI projects with over USD64.8 billion of a total planned investment 
and USD32.7 billion of a total implemented investment. Annual FDI flows in SEZs 
accounted for 40 per cent to 50 per sent of total FDI of the country (see Section 6.6). 
Scholarly research has argued that SEZs have become an important factor for economic 
enclaves, particularly in employment generation, export diversification, and FDI 
attraction (Islam & Mukhtar 2011). According to Woodward and Rolfe (1993), when 
multinationals use SEZs in host countries as an export platform to serve their foreign 
markets in third countries, both inward FDI and trade increase in these host countries. 
This dissertation, therefore, uses SEZ development as a main criterion for the 
assessment of FDI policies and location factors in Vietnam.  
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2.4.10  Tax incentives and FDI inflows 
The relationship between FDI incentives and the choice of international investment 
locations has been widely investigated in recent decades, especially when countries 
(and often regional governments within a country) take various measures to attract 
FDI inflows. Theoretically, governments use incentives to attract FDI to particular 
regions, to steer it into favoured industries or activities, or to make foreign affiliates 
undertake functions such as training, local sourcing, or R&D. Generally, there are two 
major categories of FDI incentives offered by host countries to attract FDI inflows. 
The first category is fiscal incentives including tax holidays, accelerated depreciation 
allowances on capital taxes, tax concessions in the form of a reduction of the standard 
corporate income-tax rate, duty drawbacks on exports, and exemption from import 
duties. The second category is financial incentives such as grants, government 
insurance at preferential rates, subsidised loans, loan guarantees, infrastructure 
support, and indirect subsidies.  
Among these incentives, tax incentives are often considered as a major factor in 
attracting FDI. This has been investigated by many empirical studies, including those of 
Aldaba (2006), Cleeve (2008), Ginevicius and Simelyte (2011), Hadari (1990), 
Kransdorff (2010), Nene and Pasholli (2011), Ngowi (2000), Ruane (2008), and Zee et 
al. (2002). 
A classic example is the study by Cleeve (2008) that analyses the impact of fiscal 
incentives on attracting foreign investment to Sub-Saharan Africa. This study utilises 
multiple regression analysis to determine the factors affecting the inflow of FDI to this 
area. For empirical analysis, it uses data from 16 Sub-Saharan African nations over the 
period 1990 to 2000. To analyse data, it employs the model: FDIit = α0 + αFISCALit + 
βXit + εit. This study uses FDI inflows as the dependent variable and other variables as 
determinants of FDI such as GDP per capita, GDP growth, fiscal incentives, tax 
holiday, tax concessions, human capital, infrastructure, the real exchange rate, and 
corruption as independent variables. To estimate the model, it uses the cross-sectionally 
heteroskedastic and time
 
wise autoregressive model. The estimation procedure is based 
on a transformed model, where autocorrelation across time and heteroskedasticity 
across countries are taken into account in order to derive residuals, which are 
asymptotically non-autoregressive, homoscedastic, and efficient. This allows the 
application of the OLS method using all pooled observations. The study’s finding is that 
tax holidays are very important for attracting more FDI into these countries. 
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Similar to the study by Cleeve (2008), Tung and Cho (2000) use data on FDI in China 
from the period 1981–1995 to investigate whether the creation of special tax-incentive 
zones is an effective tax policy for China to attract new FDI projects into specific 
regions, and whether changes in the tax rules influence the particular form of FDI 
selected such as equity joint ventures, contractual joint ventures, and wholly foreign-
owned enterprises. Their results indicate that tax incentives are effective in attracting 
FDI as well as in influencing the selection of a particular form of FDI. Many other 
studies such as those of Babatunde and Adepeju (2012), Chen and Yeh (2012), and Liu 
(2010) support the view that tax incentives are positively associated with FDI inflows.  
In contrast, the study by Nene and Pasholli (2011) for Albania finds a different result 
from the results of Cleeve (2008) and Tung and Cho (2000). Nene and Pasholli (2011) 
analyse data from interviews with foreign investors with an activity in Albania. In that 
research, secondary data as well as primary data are used. Secondary data provide the 
information from a literature study on FDI determinants, focusing special attention on 
financial and tax incentives in attracting FDI. Primary research is performed in two 
stages. The first stage is a questionnaire for the production sector and the second stage 
is interviews with staff of service companies. The Nene and Pasholli (2011) study 
indicates that tax incentives are not considered particularly important for FDI location 
choices in Albania.  
As with many other developing countries, including Indonesia and Malaysia, Vietnam 
has introduced special tax incentives to attract FDI inflows to develop the country’s 
economy (see Section 4.3.4.1 and Section 5.3.1). Hill (2004) observes that fiscal 
incentives are commonly used in attracting FDI in ASEAN countries, especially those 
in transition from a socialist to market economy. Tax incentives in Vietnam are in the 
forms of reduced corporate tax rates, tax-free periods or tax reductions during the start-
up phase, and import duty exemptions. Tax incentives are granted based on the location 
of the investment, favouring locations such as difficult or especially difficult social-
economic locations and special economic zones or regulated encouraged sectors, 
including high technology, agriculture, human health, and education projects. Scholarly 
research has suggested that host governments may need to provide tax incentives and 
subsidised profits to promote FDI inflows (Lahiri & Ono 1998; Loree & Guisinger 
1995). Hence, this thesis uses tax incentives as one of the main criteria for the 
assessment of FDI policies and location factors in Vietnam. 
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In summary, over the past three decades, based on different FDI theoretical frameworks, 
but especially on Dunning’s Eclectic paradigm, a large volume of empirical studies has 
been conducted to investigate factors determining FDI location choices. The general 
result is that among a number of potential location factors determining FDI inflows, 
market size, labour quality, infrastructure development, trade openness, and SEZs have 
positive impacts on FDI inflows, whereas exchange rate uncertainty and FDI 
restrictions are negatively associated with inward FDI. Labour cost, tax incentives, and 
inflation rates may have negative, positive, or insignificant effects on FDI inflows. 
These variables are used as the main independent variables for the assessment of FDI 
policies and location factors in Vietnam. Table 2.2 summarises the main findings from 
selected empirical studies on FDI policies and location factors. 
In addition to studying FDI location factors at the national level of the host country, 
some scholars have studied FDI inflows at sub-national levels. However, only a few 
studies have identified the relationship between the entry mode of FDI and the location 
factors of the sub-national levels in the selected countries, despite the necessity for 
governments in host countries to understand the location advantages of provinces in 
attracting FDI inflows in order to achieve a more even spatial distribution of FDI 
inflows across provinces. These few studies include those by Ledyaeva (2009), Liu 
(2010), and Villaverde and Maza (2012) on FDI location factors at the sub-national 
levels in Russia, China, and Spain, respectively. This thesis, accordingly, focuses on 
investigating important issues of location factors that may have a significant impact on 
FDI location choices across provinces in Vietnam. This is done by examining 
Vietnamese government policies and location factors at the provincial level in attracting 
FDI inflows. 
When studying FDI location factors, several methodological approaches have been 
used, including qualitative (Bitzenis et al. 2009), quantitative (Banga 2003; Djokoto 
2012; Ghosh et al. 2012; Liargovas & Skandalis 2012; Kogut & Chang 1996; Schmidt 
& Udo 2008; Vita & Abbott 2007), and mixed-methodology approaches (Nene & 
Pasholli 2011). However, most studies have employed a quantitative approach to 
examine hypotheses and draw conclusions. One of the principal empirical testing 
methodologies used is panel data analysis, and it is adopted and applied for research on 
Vietnam and ASEAN in this thesis, as discussed in detail in Chapter 7 and Chapter 8. 
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Table 2.3  Main Findings from Selected Empirical Studies on FDI Government Policies and Location Factors 
Study Method Country and Data Main Findings 
Governmental policies and FDI inflows 
Banga (2003) Panel data analysis 15 developing Asian nations, the period 1980–
2000 
Removal of restrictions has a significant and positive 
impact on FDI inflows into developing countries and 
lower tariff rates attract FDI inflows. 
Ghosh et al. (2012) Panel data analysis 23 OECD countries, the period 1981–2004 The influence of FDI restrictions on inward FDI is 
found to be negative and statistically significant. 
Bitzenis et al. (2009) Mixed approaches Greece, the period 1995–2003 The primary barriers to FDI are bureaucracy, taxation 
and corruption. 
Huang & Tang (2011) Panel data analysis 18 cities in China and 50 cities in India, the 
period 2000–2002 
FIEs in India face more obstacles to business 
operations and growth than FIEs in China; thus, China 
attracts much greater FDI inflows than India. 
Exchange rate uncertainty and FDI inflows 
Campa (1993) Panel data analysis The United States, wholesale industries, during 
the 1980s 
Uncertain exchange rates are negatively associated 
with corporations’ entry decisions. 
Kogut & Chang (1996) Panel data analysis The United States, electronics firms, the first 
half of the 1980s 
Real exchange rate movements strongly influence FDI 
decisions to get into the market. 
Alba et al. (2010) Panel data analysis The United States, wholesale trade sector, the 
period 1982–1994 
When industries are attractive to FDI, the exchange-
rate-related variables have mainly impacted on FDI 
inflows. 
Schmidt & Udo (2008) Panel data analysis The United States, sectoral level, the period 
1983–2004 
Exchange rate uncertainty has a negative effect on FDI 
flows. 
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Vita & Abbott (2007) Panel data analysis The United Kingdom, national level, the period 
1975–2001 
Exchange rate volatility has a negative impact on FDI 
flows into the United Kingdom. 
Market size and FDI inflows 
Wang & Swain (1995) Time series data analysis China and Hungary, national level, the period 
1978–1992 
FDI is positively affected by the market size of these 
countries. 
Love & Lage-Hidalgo 
(2000) 
Time series data analysis Mexico, national level, the period 1967–1994 A large market size has a significant positive effect on 
FDI inflows in this country. 
Aristotelous & Fountas 
(1996) 
Panel data analysis The European Union, cross-national level, the 
period 1983–1992 
A large market size has led to an increase in FDI. 
Lunn (1980)  Time series data analysis European countries, cross-national level, the 
period 1975–1970 
Host country market size has a positive impact US FDI 
in the European Union. 
Scaperlanda & Balough 
(1983) 
Time series data analysis European countries, cross-national level, the 
period 1953–1977 
FDI inflow in the European Union was positively 
determined by the host market size. 
Labour quality and FDI inflows 
Cassidy & Andreosso-
O’Callaghan (2006) 
Cross-sectional data 
analysis 
China, regional level, 1998 Labour quality in China has a significant positive effect 
on FDI inflows. 
Fung et al. (2002) Panel data analysis China, regional level, the period 1991–1997 FDI from both the United States and Japan is positively 
affected by labour quality. 
Liu & Daly (2011) Document analysis China, national level, the period 1997–2008 FDI inflows are positively related to labour quality. 
Ramasamy & Yeung 
(2009) 
Panel data analysis OECD countries, across national level, the 
period 1980–2003 
Labour quality is of particular importance for service 
FDI. 
Gao (2005) Panel data analysis China, regional level, the period 1996–1999 Labour quality has a positive impact on FDI. 
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Labour cost and FDI inflows 
Cushman (1987) Time series data analysis The United States, national level, the period 
1963–1981 
Rising wages and falling productivity encourage FDI 
outflows and discourage inflows. 
Bellak et al. (2008) Panel data analysis Central and Eastern European countries, cross-
national level, the period 1995–2003 
Higher unit labour costs and higher total labour costs 
affect FDI negatively. 
Fedderke & Romm (2006) Time series data analysis South Africa, national level, the period 1960–
2002 
Wage costs have a significant negative impact on FDI. 
Ranjan & Agrawal (2011) Panel data analysis Brazil, Russia Federation, India, and China, 
cross-national level, the period 1975–2009   
Cheap labour cost is making Brazil a major destination 
for FDI. 
Yang et al. (2000) Time series data analysis Australia, national level, 1984–1994 FDI inflows are positively related to high wage costs. 
Infrastructure development and FDI inflows 
Coughlin et al. (1991) A logit model The United States, national level, the period 
1981–1983 
Extensive transport infrastructure is associated with 
increased FDI. 
Lorre &Guisinger (1995) Panel data analysis The United States, national level, the period 
1977–1982 
Inward FDI is positively associated with infrastructure 
quality. 
Li & Park (2006)  A logit model China, national level, the period 1999–2002 Better infrastructure and greater institutional changes 
have positive effects on FDI location. 
Chen (1996) A logit model China, regional level, the period 1985–1993 Interregional railway connections are important in 
foreign investors’ locational choice.  
Wei et al. (1999) Panel data analysis China, regional level, the period 1985–1995 FDI is positively influenced by improvement in 
infrastructure and the advances in agglomeration. 
Trade openness and FDI inflows 
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Liargovas & Skandalis 
(2012) 
Panel data analysis 36 developing countries, cross-national level, 
the period 1990–2008 
Trade openness contributes positively to the inflow of 
FDI in developing countries. 
Pradhan (2010) Time series data analysis India, national level, the period 1980–2007 Trade openness has a significant positive effect on FDI. 
Djokoto (2012) Time series data analysis Ghana, national level, the period 1970–2009 Trade openness has a  positive impact on FDI flows in 
Ghana. 
Ferris et al. (1994) Panel data analysis Romania, national level, the period 1963–1988 Greater levels both of imports and exports can enhance 
Romania’s attractiveness for FDI. 
Billington (1999) Panel data analysis The United Kingdom, national level, the period 
1984–1994 
Imports have significant positive impacts on FDI in the 
United Kingdom. 
Inflation rates and FDI inflows 
Woodward & Rolfe 
(1993) 
A logit model Caribbean Basin, firm level, the period 1984–
1987 
New FDI plants are negatively affected by the inflation 
rate. 
Ahn et al. (1998)  Panel data analysis 23 developing countries, cross-national level, 
the period 1970–1981  
Inflation has a substantial negative effect on FDI 
inflows. 
Udoh & Egwaikhide 
(2008) 
Time series data analysis Nigeria, national level, the period 1970–2005 Inflation uncertainty exerts a significant negative effect 
on FDI. 
Sahni (2012) The OLS method India, national level, the period 1992–1993, and  
2008–2009 
Inflation rate has a positive relationship with FDI. 
Vijayakumar et al. (2010) Panel data analysis Brazil, Russia, India, China, and South Africa, 
national level, the period 1975–2007 
Inflation rate is insignificant in attracting FDI.  
Special economic zones and FDI Inflows 
Yuan & Eden (1992) Case studies Taiwan, South Korea and China, national level FDI inflows are positively associated with EPZs. 
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Islam & Mukhtar (2011) Mixed approaches Bangladesh, national level, 65 interviewees, and 
data for the period 1995–2008 
EPZ has played a significant part in attracting FDI. 
Aggarwal (2005) Questionnaires and  panel 
data analysis 
India, Sri Lanka, and Bangladesh, 291 
participants, and data for the period 1991–2002 
EPZs have positive effects on FDI inflows 
Woodward & Rolfe 
(1993) 
A logit model Caribbean Basin, firm level, the period 1984–
1987 
New FDI plants are positively affected by EPZs. 
Tax incentives and FDI inflows 
Cleeve (2008) Panel data analysis 16 Sub-Saharan African nations, cross-national 
level, the period 1990 to 2000 
Tax holidays are very important for attracting more 
FDI into these countries. 
Tung & Cho (2000) Panel data analysis China, national level, the period 1981–1995 Tax incentives are effective in attracting FDI. 
Babatunde & Adepeju 
(2012) 
Statistical method Nigeria, national level, the period 1990–2010 There is a significant impact from tax incentives on 
FDI in the oil and gas sector in Nigeria. 
Lin (2010) Hazard model China, national level, the period 1996–2005 Policy incentives are positively associated with FDI. 
Nene & Pasholli (2011)  Interviews Albania, national level, 122 enterprises Tax incentives are considered less important for 
investment decisions in Albania. 
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2.5  CONCLUSION  
This chapter discusses the definition of FDI as well as reviewing the relevant theories 
on FDI. The aim is to explore the motivations and identify key factors driving 
enterprises to invest internationally, the reasons why FDI is preferred over other 
investment forms, and the major factors affecting the location choices of foreign firms. 
Among several theories that have been developed since the 1930s, the major conceptual 
theories of FDI are the Ownership Advantage theory, the Product Life Cycle theory, the 
Internalisation theory, and the Eclectic theory. Dunning’s Eclectic theory suggests that 
when ownership, location, and internalisation advantages are aligned, an enterprise will 
undertake FDI. As already discussed, the Eclectic theory is relevant and applicable to 
FDI studies not only at the national level but also at regional and provincial levels. This 
thesis focuses on analysing and assessing Vietnam’s government policies and location 
factors at the provincial and national levels in attracting FDI inflows. Dunning’s 
Eclectic theory has thus been adopted to develop an analytical framework of key 
theoretical considerations for constructing criteria for assessing policy effectiveness and 
location factors. 
This chapter presents a review of a large number of empirical studies on the effects of 
FDI inflows of government policies, the effectiveness of policies on the utilisation of 
location factors, and the effects of location factors on FDI inflows. This is done to help 
explain which location factors determine inward FDI, as well as the directions that 
governments are taking to increase the FDI intensity. Previous empirical studies 
indicate that location factors that have positive impacts on FDI inflows include: market 
size, labour quality, infrastructure development, trade openness, and special economic 
zones; exchange rate uncertainty and FDI restrictions are negatively associated with 
inward FDI. However, labour cost, tax incentives, and inflation rates present mixed 
evidence on FDI attraction, and may have negative or positive or insignificant effects on 
FDI inflows. 
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CHAPTER 3: 
FDI INFLOWS IN THE GLOBALISATION ERA AND 
EXPERIENCES OF SELECTED COUNTRIES  
IN ATTRACTING FDI 
 
3.1  INTRODUCTION 
The increasing level of globalisation since the 1980s has led to the rapid expansion of 
global business activities. One of the crucial components of globalisation is FDI activity 
through the operation of multinational corporations. Multinationals engage in FDI and 
organise the productions of goods and services across nations. In flowing to host 
countries, FDI has played a significant role in promoting economic growth (Alfaro et al. 
2004; Zhang 2001), encouraging international trade (Kneller & Pisu 2007), and 
transferring advanced technology (Cox 1994; Glass & Saggi 2002; Saggi 2002) in these 
countries, especially in the South-East Asian countries (Le 2004). Most countries would 
like to attract a high volume of FDI inflows to develop their economies, and their policy 
and legal framework is an important determinant of their ability to attract FDI.  
This chapter reviews the general background of FDI inflows: (1) trends in global FDI, 
(2) the impact of FDI on host countries, and (3) the importance of FDI to developing 
countries. It also provides an overview of the experiences in developing and utilising 
policies to attract FDI inflows in the countries of Australia, China, and Malaysia. Figure 
3.1 outlines the structure of this chapter. 
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Figure 3.1  Structure of Chapter 3 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
3.1  INTRODUCTION 
 
3.2  AN OVERVIEW OF 
FDI 
 
3.3  DEVELOPING AND 
UTILISING POLICIES TO 
ATTRACT FDI IN 
SELECTED COUNTRIES 
3.4  CONCLUSION 
 
  3.2.1  Trends in global FDI  
  3.2.2  The impact of FDI inflows on 
host countries 
  3.2.3  The importance of FDI inflows 
to developing countries 
   
  3.3.1  Australia and its FDI policy 
development 
  3.3.2  China and its FDI policy 
development 
  3.3.3  Malaysia and its FDI policy 
development 
 65 
3.2  AN OVERVIEW OF FDI 
FDI has recently become very important for the economies of both developed and 
developing countries. Aspects of FDI that are frequently discussed by economists, 
policy-makers, and others are trends in global FDI, impacts of FDI on host countries, 
and the importance of FDI to developing countries. 
3.2.1  Trends in global FDI  
FDI is not a new phenomenon; international organisations have been engaged in global 
trade since 2500 BC (Ricken & Malcotsis 2011). An early resemblance to modern 
overseas investors appeared in the seventeenth and eighteenth centuries when 
enterprises such as the British East India Company and the Dutch East India Company 
became established in Asia, the Indies, and America (Grant 1991). However, the 
appearance of modern FDI incorporating control over foreign production units did not 
happen until the beginning of the twentieth century (Jones & Wren 2006).  
In the early twentieth century, developed countries were the main hosts as well as the 
source countries of FDI. For example, in 1900, the United Kingdom, France, and 
Germany were the largest source countries of FDI, accounting for USD12 billion, 
USD5 billion, and USD5 billion, respectively. In 1914, these countries still had the most 
significant global FDI flows. The United Kingdom accounted for USD20 billion of FDI 
outflows, followed by France (USD9 billion), and Germany (USD7 billion) (Twomey 
2000). The main recipient countries of FDI in this period were other developed 
countries such as the United States, Russia, Canada, and Argentina. For example, in 
1914, the United States received USD7.1 billion, followed by Russia (USD3.8 billion), 
Canada (USD3.7 billion), and Argentina (USD3 billion) (see Chart 3.1). 
Chart 3.1  Global FDI Inflows in 1914 (Billion USD) 
 
(Source: Twomey 2000) 
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After the Second World War, FDI became very important for both developed and 
developing nations due to an increase in political stability and a liberalised attitude to 
investments. This climate was suitable for international business activities and 
contributed to increases in the volume of FDI flows, as well as trade flows. The United 
States replaced the United Kingdom as the most significant source country of global 
FDI. By 1960, the United States accounted for approximately 60 per cent of the 
developed countries’ outward FDI, while the United Kingdom was responsible for 16 
per cent (Dunning 1979). During the 1960s, flows of FDI rose twice as quickly as 
global GNP and 40 per cent faster than world exports, and FDI flows were channelled 
mainly to the primary sector and resource-based manufacturing (Dicken 2003). 
During the 1970s, there was increasing diversity among the source nations of FDI. From 
1971 to 1979, outward FDI from developed countries increased sharply from 
USD14,395 billion to USD62,454 billion. At this time, although outward FDI from 
developing countries increased from USD45 million in 1971 to USD430 million in 
1979 (UNCTAD 2013), it still accounted for a very small proportion of the total. The 
share of the United States and the United Kingdom in the total of global outward FDI 
decreased, whereas the shares of West Germany and Japan became more significant 
(Dunning 1979). However, FDI inflows to the United States and the United Kingdom 
increased their significant position in the global inward FDI. In the period 1971–1979, 
FDI inflows to the United States increased from USD0.87 billion to USD8.7 billion and 
FDI inflows to the United Kingdom increased from USD1.77 billion to USD6.46 
billion. Further, there were changes in the distribution of FDI inflows among host 
industries. Manufacturing industry became the dominant destination industry for FDI 
inflows, while the significance of the primary sector declined. The rising significance of 
services also had an impact on the destinations of FDI, and by the mid-1970s, the share 
of FDI in the service sector had increased relative to manufacturing. This movement 
continued during the 1980s and 1990s (Dicken 2003). 
In the first half of the 1980s, global FDI inflows decreased steadily from USD69.53 
billion in 1981 to USD55.84 billion in 1985. After 1985, the trend changed dramatically 
(UNCTAD 2013). As Navaretti and Venables (2004) showed, the period 1986–2000 
saw an enormous growth of activity by multinational enterprises, as measured by FDI 
flows. Global FDI inflows rose from USD86.39 billion in 1986 to a peak of USD1,413 
billion in 2000. On an annual average basis, the growth rate of FDI inflows increased 
from 23.1 per cent in the period 1986–1990 to 40.2 per cent in the period 1996–2000 
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(UNCTAD 2008). This surge of FDI inflows may have been attributable to increasing 
levels of social, economic, and political globalisation. However, it is notable that not all 
countries experienced increased FDI inflows. While many countries such as the United 
States, China, Australia, Ireland, and Singapore registered increasing FDI inflows, other 
countries such as Samoa, Gambia,  and Lesotho registered stagnant or even falling FDI 
inflows (UNCTAD 2009).  
Between 2001 and 2003, there was a downturn in world FDI inflows, but a quick 
recovery was observed from 2004–2005. In 2001, more than 71.5 per cent of the global 
inward FDI occurred in developed countries, while the share of developing nations was 
about 25.4 per cent. However, in 2005 the global inward FDI in developed economies 
decreased, while the global inward FDI in developing countries increased. About 59.1 
per cent of the global inward FDI occurred in developed countries, while the share of 
developing nations was more than 36.4 per cent. Global FDI reached a new peak of 
USD1,979 billion in 2007. Due to the negative effects of the global financial crisis in 
2008, global FDI fell to USD1,697 billion in 2008 and bottomed at USD1,198 billion in 
2009. Although global FDI increased again to USD1,309 billion in 2010 and USD1,524 
billion in 2011, it was still much lower than in 2007 and 2008. From the 1980s, the gaps 
between FDI inflows to developed and developing countries narrowed greatly, and by 
2012 FDI inflows to developing countries were higher than those to developed ones (see 
Chart 3.2). 
Chart 3.2  Global FDI Inflows in the Period 1986-2012 (Million USD) 
 
(Sources: UNCTAD 1994, 2003, 2007, 2013) 
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The share of FDI inflows going to developing countries during the first seven decades 
of the twentieth century was very small. For example, in 1938, FDI inflows in 
developing countries were USD16 billion, comprising USD8 billion in Latin American 
developing countries, USD2 billion in African developing countries, and USD6 billion 
in Asian developing countries (see Table 3.1). Since the debt crisis of the 1980s and the 
financial crises of the late 1990s, the governments of developing countries have tended 
to promote the inflow of FDI into their economies actively. They have considered FDI 
as a tool to strengthen industrial competitiveness and promote economic growth, 
increasing the levels of economic activity, productivity, and, it is hoped, development 
(Narula & Portelli 2004). According to UNCTAD (2008), from 1990 inward FDI flows 
to developing countries gained vital significance. Developing nations had a 17 per cent 
share of total FDI inflows in 1990, which grew to 34 per cent in 1995, and to around 
36.4 per cent in 2005.  
Table 3.1  Global FDI Inflows to Developing Countries in the First Seven Decades 
of the Twentieth Century (Billion USD) 
Developing countries 1914 1938 1960 1971 
Latin America 5 8 9 30 
Africa 1 2 3 9 
Asia 3 6 6 11 
(Source: Twomey 2000) 
The participation of developing nations in world FDI stock has been dominated by 
South, East, and South-East Asia, which have maintained their share at between 20 per 
cent and 30 per cent, the biggest share going to East Asia. The share for the Middle East 
and North African regions was 16.5 per cent of the total of developing countries 
(UNCTAD 2009). 
Asian countries such as China, Malaysia, and Vietnam are successful export-oriented 
economies with FDI-led growth strategies. These countries are important FDI host 
countries in the developing world. China has emerged as the second most important 
host country in the world, and also has the second most substantial outflow of FDI after 
the United States. In 2003, China accounted for around 38 per cent of the total inward 
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stock of FDI in the developing economies and 43 per cent of the outward stock 
(UNCTAD 2004). Flows of FDI to Vietnam increased from almost nil in the late 1980s 
to a total planned FDI of USD246 billion, and actual FDI of USD100 billion with a total 
balance of 15,904 FDI projects by 2012 (GSO 2013).  
In contrast to the above examples, many developing countries in Africa have not 
succeeded in attracting FDI to boost their growth. For instance, Cape Verde receives a 
very small volume of FDI inflows, and these have decreased over time from USD190 
million in 2007 to USD119 million in 2009, USD93 million in 2011, and USD71 
million in 2012. Another example is Burkina Faso, where FDI inflows declined from 
USD344 million in 2007 to USD101 million in 2009, USD42 million in 2011, and 
USD40 million in 2012 (UNCTAD 2013).  
Among the source FDI countries investing in Africa, China has played a core part. Over 
the last two decades, Chinese FDI in Africa has increased by nearly 46 per cent per 
year. FDI inflows to Africa from China increased from USD56 million in 1996 to 
USD74.8 million in 2003, USD4.46 billion in 2007, and to more than USD6 billion in 
2010 (Claassen et al. 2011; Renard 2011). Chinese firms have invested mainly in 
African resource sectors such as oil and agriculture. As its economy booms, China 
needs resources to sustain its rapid growth, and is attempting to lock down sources of 
oil and other necessary raw materials across the globe. China has therefore turned to 
Africa as it is a major oil-producing source (Hanson 2008). In 2008, 85 per cent of 
Africa’s oil exports to China originated from five countries: Angola, Equatorial Guinea, 
Nigeria, the Republic of Congo, and Sudan (Hanson 2008). The reason why Chinese 
firms have invested substantially in African agriculture is that there is an increasing 
trend for Chinese investors to seek opportunities for food production in other countries, 
motivated by mounting concerns about food security and increasing food prices 
(Claassen et al. 2011). The three largest host countries attracting FDI in agriculture from 
Chinese investors are Sudan, Tanzania, and Ethiopia (Claassen et al. 2011).  
3.2.2  Impacts of FDI inflows on host countries 
The increasing importance of multinational corporations (MNCs) and associated FDI 
for international production output has promoted considerable interest in the effects of 
MNCs on host countries (Driffield & Girma 2003; Moran et al. 2005). MNCs own a 
large percentage of the production output of the world because they control finance, 
electronics, automobiles, pharmaceuticals, chemicals, and so on. (Vernon 1995). In 
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1997, the top 500 MNCs accounted for around two-thirds of world trade and the 10 
largest MNCs’ total income was larger than that of the poorest 100 nations of the world 
(UNCTAD 1998). In 2001, MNCs accounted for one-tenth of the world’s GDP and one-
third of world exports, as well as generating around 54 million jobs in host countries 
(UNCTAD 2002). FDI from multinational corporations has increased steadily in recent 
years to reach a peak of USD1,525 billion in 2011, compared to USD1,198 billion in 
2009, and USD1,309 billion in 2010. This occurred after it had fallen from USD1,976 
billion in 2007 and USD1,791 billion in 2008 (UNCTAD 2012).  
Due to the size and the impact of FDI enterprises on the world’s economy, they can 
contribute many advantages to host destinations. Several specialists have stated that a 
market-oriented economy and an open-door policy on FDI are likely to help most 
nations to receive FDI inflows, which in turn can improve their economies. The benefits 
of FDI include access to global markets (Wei & Balasubramanyam 2004), providing the 
capital for economic growth (Hill & Rapp 2009), and the transfer of technology from 
FDI enterprises (Kehal 2005). On the other hand, it has been argued that FDI might 
contribute to disadvantages for host nations such as environmental and labour problems 
(Hartungi 2006; Mostert 2003). These issues are discussed in the following sections.  
3.2.2.1  Benefits of FDI inflows to host countries 
FDI can contribute a number of benefits to host countries, including transfer of 
technology (Chen 2005; Ernst et al. 1998; Kumar et al. 1998; Lall 2002; UNCTAD 
1999), greater access to global markets, and economic growth (Fan & Dickie 2000; Li 
& Liu 2005). FDI has contributed to the diffusion of technology and know-how—often 
referred to as technology spillovers—for host countries (Ravenhill 2003; Wei & 
Balasubramanyam 2004). Kehal (2005) argues that FDI from advanced countries is a 
source of technological progress, because MNEs from advanced economies are widely 
regarded as the repository of advanced technology and global market information. 
Similarly to Kehal (2005), Kim (1999) states that FDI has played a significant role in 
the transfer of technology and know-how, especially in the semiconductor, 
pharmaceutical, and retailing industries. For example, FDI provides much-needed 
capital and brings advanced technology to the retail sector in India. Indian retail chains 
have integrated with global supply chains since FDI introduced technology, quality 
standards, and marketing in India (Bhardwaj et al. 2011). In a similar vein, Baldwin and 
Portes (1997) state that MNEs bring new technology into host countries through 
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providing their suppliers with technical assistance, training, and other information to 
improve the quality of their products.  
It has been argued that FDI can contribute to the transfer of technology and 
management skills to domestic enterprises when MNEs have close ties with local 
partners, suppliers, and customers. Even when MNEs are not tightly integrated with 
local enterprises, the transfer of technology and skills can take place through labour 
mobility, professional contacts, or a general rise in competitive pressure (Meyer 1998). 
Borenzstien et al. (1998) investigate FDI flows from developed nations to 69 
developing nations and find that through transfer of technology, FDI has contributed 
somewhat more to growth than domestic investment has. Ravenhill (2003) gives the 
example that FDI has an added significance for Korea, finding that the presence of 
foreign firms in Korea encourages the adoption of advanced technology and promotes 
better corporate governance.  
Kehal (2005) provides excellent evidence on the transfer of advanced technology to 
developing countries via FDI, in particular by MNEs from advanced economies. Many 
MNEs invested in China after 1992, bringing with them advanced technology. They 
also engaged in collaborative R&D with Chinese research institutes, set up technology-
development centres, and trained Chinese employees. In 1997, the shares of sales in 
electronics, transport equipment, electrical machinery, and food processing accounted 
for 66.9 per cent of the total sales of the 500 biggest foreign firms in China; there is 
evidence that FDI played an increasingly important role in improving technical progress 
and industrial upgrading. By 2000, foreign firms accounted for 50 per cent of the 
leading companies in the electronics, telecommunications equipment, chemicals, 
engineering equipment, automobiles, and pharmaceutical industries.  
MNEs can bring diversification in markets to countries in which local firms—
sometimes under the umbrella of protection—have been focused mainly on their own 
countries’ internal markets (Kumar et al. 1998). According to Aitken et al. (1997), 
foreign firms have a multi-market presence. MNEs are a natural conduit for information 
about foreign markets, foreign consumers, and foreign technology, and they provide 
channels through which domestic firms can distribute their goods. To the extent that 
MNEs directly or indirectly provide information and distribution services, their 
activities enhance the export prospects of local firms.  
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MNEs raise the productivity of domestic firms (Greanaway et al. 2004; Haddad & 
Harrison 1993). Liebsche et al. (2007) state that as most FDI projects are launched by 
large firms which might be able to reap economies of scale, and by firms in capital-
intensive manufacturing sectors which typically exhibit above-average productivity 
rates, the stimulation of productivity rates by FDI inflow is not surprising. A study on a 
cross-section of 20 manufacturing sectors in Mexico by Blomstrom and Wolff (1994) 
finds that local firms in Mexico have gained productivity spillovers from multinational 
firms. Javorcik’s (2004) study on Lithuania supports evidence that a 10 per cent 
increase in the foreign presence in downstream sectors is associated with 0.38 per cent 
rise in the output of each domestic firm in the supplying industry in the host country. 
Driffield and Girma (2003) find that skilled workers in domestic plants benefit in the 
form of higher wages from an increase in foreign wages paid at both intra- and inter-
industry levels, inter-industry spillovers being more significant. Inward FDI generates a 
further increase in demand for skilled labour, with domestic firms then having to pay 
higher wages to retain their employees.  
Because of the benefits of FDI, Third World nations can increase their GDP and reduce 
poverty in their countries by speeding up the importing and exporting of goods and 
services. Indeed, FDI contributes to the increase of GDP in both developed and 
developing countries through the growth of imports as well as exports. According to 
Hill and Rapp (2009), between 1990 and 2004, in developing countries imports 
increased from 29 per cent to 37 per cent, and exports increased from 26 per cent to 36 
per cent. A case in point is that in India, before integrating into the global economy, the 
annual growth rate was very low at 3 per cent, but after becoming open to FDI, the GDP 
growth of India accelerated to above 8 per cent during the period 2003–2004 (Goyal 
2006).  
The integrating economy among countries throughout the world with the main driver 
being the rising inflows of FDI during the past 50 years lifted more than three billion 
people around the world out of poverty (Healey 2004). According to research by 
Bardhan (2006), from 1981 to 2001, the percentage of poor citizens living on less than 
USD1.08 per day decreased sharply from around 79 per cent to 27 per cent in China, 
from 55 per cent to 11 per cent in Indonesia, followed by India from about 63 per cent 
to around 42 per cent. Similarly, Besley and Burgess (2003) find that during the period 
1990–1998 in East Asia, the poverty rate decreased from 27.5 per cent to 15.3 per cent, 
and the number of people living in poverty dropped from 452 million to 278 million. 
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This was especially the case in China, where the number of poor fell by about 150 
million. 
3.2.2.2  Drawbacks of FDI inflows to host countries 
FDI can, however, also contribute various drawbacks to host countries. The two most 
common drawbacks are associated with the environment and labour (Meyer 2008). 
Mabey and McNally (1998) argue that to obtain benefits such as increasing productive 
capacity and gaining spillover effects including technology transfer, training and skills 
to domestic firms, and developing export sectors, host countries are justified in offering 
incentives to attract foreign investors. With competition for investment intensifying, this 
has raised fears regarding labour and environmental standards.  
Environmental regulation is essentially a means of internalising the external 
environmental costs of a firm’s economic activities. There is some concern that to 
attract FDI, governments undervalue their environment through lax or non-enforced 
regulations. Thus, companies shift operations to these countries to take advantages of 
lower production costs. According to Bird and Rajan (2001), foreign companies usually 
choose destinations where low environmental standards for business are tolerated. As a 
result, the activities of these companies can cause environmental problems in these 
regions. Hartungi (2006) gives an example that allegations of environmental abuse by 
multinational logging companies are increasingly documented in Indonesia. Although 
Indonesia has a large amount of tropical forests, because of commercial interests these 
tropical forests are being destroyed in order to convert land use to rubber, oil palm, and 
timber plantations, which degrade the quality of the environment.  
When investing in host countries, foreign firms are encouraged to engage in mass 
production in order to export to global markets. In such cases, when foreign firms 
overuse renewable and non-renewable resources such as minerals, raw materials, and 
water, this leads to environmental degradation in those countries. Hartungi (2006) warns 
that if foreign companies in undeveloped countries use a great amount of raw materials, 
environmental degradation would occur there. In addition, Ehrenfeld (2005) points out 
that the rise of MNC activities significantly increases gas emissions and air, water, and 
land pollution. Speth (2004) finds that in the 1990s, three-quarters of the world’s dry 
lands had been degraded, with increases in acid rain and smog-damaged plants, and a 
sixfold increase in water usage. Barrett (2006) and Leichenko and O’Brian (2000) note 
that by 2100, the global mean temperature is expected to increase by 1.4°C to 5.8°C and 
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sea level by 0.09 metres to 0.88 metres. This means that much of the rapid expansion 
related to MNCs contributes to global warming and threatens life on earth.  
The second major negative effect that FDI can cause to host countries is labour 
problems. FDI can contribute to the problems of labour in terms of unemployment and 
low labour standards in host nations. According to Ahmad (2011), because of 
commercial profits, the multinational corporations have been restructuring their 
operations on a global scale, which has resulted in massive unemployment and 
underemployment. In several developed nations, unemployment has soared to levels not 
seen for many years, and thus more people are crossing borders to find jobs, and people 
often work in poor conditions for low wages. Likewise, Perraton (2004) argues that 
MNCs in developing countries generally do not contribute to improving local welfare. 
MNCs in developing countries may not increase workers’ quality of life. Industrial 
expansion also causes inequality of income for workers. Mostert (2003) states that 
because of the use of technology in MNCs, the requirement for unskilled employees has 
declined, while the international demand for skilled workers has increased. Similarly, 
according to Hartungi (2006), millions of jobs in host nations will potentially be lost if 
MNCs relocate their production to their own countries.  
Moreover, FDI may have negative impacts on labour standards. A study by Hartungi 
(2006) reports that host nations may deregulate their employment policies to attract 
MNC investment. When this occurs, workers in these countries experience poor 
working conditions in the MNCs. Hartungi (2006) gives an example that in Indonesia 
and China, the Nike Company pays employees low wages and provides poor working 
conditions.  
3.2.3  The importance of FDI inflows to developing countries 
FDI can bring positive effects (market access, advanced technology, and economic 
growth) but also negative effects (abuse of labour and environmental degradation) to the 
host countries (TeVelde 2001). To take advantage of the positive effects of FDI, 
governments in developing countries are increasingly aware of the importance of FDI as 
an engine of economic development, and are progressively developing strategies to 
attract large volumes of FDI inflow to their countries. Indeed, FDI has become one of 
the most important issues in most countries, especially in less-developed and 
developing nations, because it has been recognised that the increase of FDI inflows is 
often accompanied by an improvement in socio-economic status.  
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It has been stated that countries that do not participate in the process of global 
integration will run the risk of becoming less competitive in the global economy (Moran 
et al. 2005); meanwhile, countries that do integrate quickly into the global economy 
exhibit faster economic growth (Abugre 1997). FDI has been considered a driver in the 
process of global economic integration, which contributes to financial development and 
transfers skills, knowledge, and technology between regions and countries, especially 
from developed countries to developing countries (Dunning 1993). Asiedu (2001) and 
Tomohara (2004) argue that FDI can improve the general welfare of the population by 
providing employment opportunities, improving trade, and through accelerating growth 
and development in developing nations. Moosa (2002) supports the idea that FDI can 
lead to economic growth in host developing destinations by providing additional capital 
and skills, reducing the share of risks in large projects, and serving as a vehicle for 
introducing advanced technology. Given the nature of FDI, it can create a stable 
environment and a platform for long-term economic growth and job creation. Further, 
Moran (2005) concludes that FDI not only allows a host economy to do what it already 
does more efficiently, but also makes it possible for the host country to transform the set 
of activities that can be performed within the country’s borders.  
Similarly, Krause (1965) states that the contribution of FDI to the improvement of the 
host country’s economy has been remarkable. A research project covering more than 
100 countries over the period between 1970 and 1990 by Sachs and Warner (1995) 
demonstrates that there is a positive link between a nation’s openness and its economic 
development. This research indicates that developing nations with an open economy 
have grown at 4.49 per cent per year, whereas those with a closed economy have grown 
at only 0.69 per cent per year. On the other hand, developed nations with an open 
economy have grown at 2.29 per cent per year while developed nations with a less open 
economy have grown at 0.74 per cent per year.  
3.3  DEVELOPING AND UTILISING POLICIES TO ATTRACT FDI 
IN SELECTED COUNTRIES 
In recent decades, attracting FDI inflows with conducive policies has become an 
important component in the world economy (Sun et al. 2002). Both developed and 
developing nations try to achieve more FDI through adopting various policies to attract 
foreign investors. The main purpose of these policies is to create a favourable business 
environment which makes overseas investors interested in and confident about the legal 
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and regulatory framework of the host destination, and to decide that there are potential 
benefits for their businesses. With appropriate FDI policies, countries can expect to 
attract a high volume of FDI; as a result, these countries can take advantage of the 
positive effects of FDI to help develop their economies. The following sections discuss 
the experiences in terms of leveraging and utilising policies in attracting FDI inflows in 
selected countries. The countries are Australia, which is a case of a developed country 
with rich resources, China, which is a case of a developing country, and Malaysia, 
which is an ASEAN country. 
3.3.1  Australia and its FDI policy development 
Among developed countries, Australia is a country with a substantial share of foreign 
ownership. Not only has Australia already received a large amount of foreign 
investment, but it is still competing for more FDI (Faeth 2005). Historically, Australia’s 
saving and investment gap has necessitated a current account balance of payments 
deficit for a long time, and FDI is an essential element to help finance the country’s 
productive investment. FDI has had spillover benefits for Australia through advancing 
technology, improving management expertise, enhancing domestic economic welfare, 
and achieving yield productivity (Golding 2010). FDI has contributed to the strength of 
Australia’s trade relationships and can help to reduce security risks through the 
development of strong political and economic relationships with investing nations 
(OECD 2009). To attract FDI, Australia’s FDI policies have been amended several 
times and Australia has had a regulatory regime for FDI centred on the Federal 
government’s Foreign Investment Review Board (FIRB) created in the 1970s at a time 
of concern about the inflow of Japanese FDI (Sadleir & Mahony 2009).  
Broadly, there are three distinct periods of FDI development in modern Australian 
history. In each period, a series of adaptations has occurred in FDI policy to support the 
intentions of the Federal government (Golding 2010). 
The first period of 1968–1976 was a realisation of the political salience of foreign 
investment for the Australian electorate and a movement at the national level towards a 
more interventionist approach to FDI flows. In this period, the Federal government 
gradually engaged with the challenge of establishing a means of regulating FDI to 
accommodate better an increasingly globalised and unstable world economy. This 
period culminated in the creation of legislation and a government authority that serviced 
those considering investing in Australia, while also addressing intense community 
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interest in FDI and related concerns over foreign ownership, particularly in the mining 
and agricultural sectors.  
In 1974, the Foreign Investment Advisory Committee was established, and in 1976 it 
was replaced by FIRB to screen proposed investments. The Foreign Acquisitions and 
Takeovers Act (FATA) was enacted in 1975 to provide legislative backing for the 
Australian government’s foreign investment policy (Bath 2012). Foreign investment is 
regulated principally by the FATA in combination with the Foreign Investment Policy 
issued by the Federal government. Both the Act and the policy are administered by the 
Federal Treasurer, who is advised by the FIRB. The FATA provides for the notification 
of investment proposals and for the prohibition of certain types of proposals that are, in 
the judgment of the Treasurer, contrary to the national interest.  
The second period from 1976 to the late 1990s was the period of the legislative and 
bureaucratic mechanisms implemented to facilitate more FDI. The new regime of FDI 
controls complemented broader changes in public policy directed at the economic 
transformation of the Australian state. In this period, the Australian government 
exposed Australian business to international competition by removing tariff barriers in 
order to generate a stronger dynamic for liberalising Australia’s approach to FDI (Kelly 
1992). The liberalisation of controls on FDI was considered a significant indicator to 
foreign investors of the seriousness of the government’s attempts to transform the 
national economy (Sadleir & Mahony 2010). By 1987, the restrictions on foreign 
investment in manufacturing, services, resources processing, non-bank financial 
institutions, insurance, stockbroking, tourism, rural properties, and primary industry 
(except mining) had been eliminated (Bath 2012). During this period, the FDI 
regulatory regime provided a degree of surety that saw the Australian community accept 
greater levels of FDI in iconic businesses, including government business enterprises. 
There was increased foreign investment in residential property and newsprint, and the 
privatisation of Qantas and the Commonwealth Bank (Kirchner 2008). 
In the third period of the late 1990s to the present, the method of FDI regulation has 
been maintained, but with the goal of more coordinated efforts across government not 
only to review but to attract higher levels of FDI. At the same time, the government has 
shown a continuing determination to intervene when FDI projects are assessed as not 
being in the national interest. The Australian government continues to make regulations 
more consistent and more specific, such as those on the privatisation of public assets. In 
the specific case of FDI regulation, there is a continuing willingness within government 
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to seek to shape institutional arrangements to foster and facilitate FDI (Sadleir & 
Mahony 2009). Now, the Australian government welcomes FDI and, with its network of 
national and state investment-promotion agencies, actively promotes FDI and in some 
cases even offers incentives to investors. Overseas investors are welcomed, although 
several industry sectors including banking, domestic and international civil aviation, 
airports, mass media (newspapers and broadcasting), and telecommunications are still 
subject to some limitations (Parham 2004). 
In sum, reviewing the three periods of public policy on the regulation of FDI in 
Australia, an emergent capacity has been created through the workings of successive 
governments. This capacity provides a set of instruments for the government to attempt 
to balance foreign investment interests in Australia with domestic concerns about the 
effects of such investments, including enabling domestic participation in this kind of 
investment activity. The Australian policy strives for a balance between a national 
development agenda, issues of sovereignty, attempts to placate various domestic 
concerns (some of a nationalistic hue) and managing external economic forces (Sadleir 
& Mahony 2009).  
3.3.2  China and its FDI policy development 
Among the developing countries, China has a long history of attracting FDI and it has 
been considered the best-known country in terms of attracting inward FDI. Since 1978, 
China has opened its door to the global market and the Chinese government has 
established a legal framework for foreign investment. From the beginning of the 1980s 
to the present, China has been among the top 10 countries that attract the highest 
volumes of FDI (Kehal 2005). Annual FDI inflows to China increased rapidly from 
USD0.9 billion in 1983 to USD114.734 billion in 2010, and to USD123.985 billion in 
2011. In 2012, China was still the largest country in Asia in terms of attracting FDI and 
was the world’s second largest destination for FDI—the United States being the largest 
(UNCTAD 2013).   
Many factors led to the growth of FDI in China, such as the large market (Das 2006), 
low labour cost (Ceglowski & Golub 2007; Liu 2010), a conducive investment 
environment (Sun et al. 2002), suitable infrastructure (Zheng 2009), and especially 
favourable FDI policies (Wang & Swain 1995). Since 1978, China has reformed its 
foreign trade system by opening its market to foreign investors (Ali & Guo 2005). Due 
to the reforms, China attracts the largest FDI of all the developing countries. To succeed 
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in attracting FDI, China’s FDI policies have experienced fundamental changes from the 
beginning of the opening-up policy in 1978 to the present (Long 2005). The changes to 
China’s FDI policies have been associated with the development of FDI inflows and can 
be divided into three main stages.   
In the first stage from the late 1970s to the late 1980s, the Chinese government 
concentrated on improving the political and legal environment for foreign investment. 
In 1979, the Law of Joint Ventures was introduced to provide legal clearance for FDI 
and to introduce several incentives, as well as the basic framework for joint ventures 
(NPC 1979). The Law on the Income Tax of the China-Foreign Joint Ventures and the 
Law of Foreign Enterprise Income Tax which apply to contractual joint ventures and 
foreign firms were introduced in 1980 and 1981, respectively (NPC 1980, 1981). In 
1983, the Act on the Implementation of the Law on Joint Ventures enhanced the legal 
system and incentive policies for attracting FDI (NPC 1983). In 1986, the Law on 
Enterprises Operated Exclusively with Foreign Capital was passed, which permitted 
wholly foreign-owned enterprises to enter the Chinese market (NPC 1986). At this 
stage, these laws had significant effects in both attracting FDI and establishing a new 
investment environment in China. As a result, from 1979 to 1988, China received 
USD12.05 billion of FDI inflows (SYC 1989). 
In the second stage from the early 1990s to 2001, several developing nations realised 
the significant role of FDI in their economic growth, and hence improved their FDI 
policies, including providing tax incentives for FDI enterprises. In order to compete 
with other countries to attract FDI inflows, the Chinese government introduced the 
Corporate Income Tax Law for Enterprises with Foreign Investment and Foreign 
Enterprise in 1991, which replaced the 1980 Law on the Income Tax of the China-
Foreign Joint Ventures and the 1981 Law on Foreign Enterprise Income Tax (NPC 
1991). This law provided a more extensive range of incentives for FDI according to 
business sectors and locations. In 1995, the Provisional Guidelines for Foreign 
Investment Projects was issued to open more sectors to foreign investment, including 
high technology, energy, basic raw materials, transport, and agriculture. Consequently, 
FDI inflows in China increased greatly from USD4.36 billion in 1991 to USD45.26 
billion in 2000 (SYC 2001).  
In the third stage from 2002 to the present, due to the imbalance of the flows of FDI to 
Eastern and Western China, policies were more focused on promoting FDI flows to 
Western regions as well as encouraging overseas enterprises to invest in new high-tech 
 80 
industries. In 2001, China joined the WTO, which significantly improved China’s 
investment environment. In 2002, China received USD52.7 billion from FDI (SYC 
2003). In the period 2006–2011, China received large volumes of FDI inflows of 
USD72.7 billion in 2006, USD83.5 billion in 2007, USD108.3 billion in 2008, USD95 
billion in 2009, USD114.7 billion in 2010, and USD124 billion in 2011 (UNCTAD 
2012).   
Although FDI policies in China have changed several times, they still provide overseas 
enterprises with preferential treatment aimed at swapping domestic-market access for 
advanced foreign technology and productivity (Long 2005; Prasad & Rajan 2006). A 
case in point is that the Income Tax Law for Enterprises with Foreign Investment and 
Foreign Enterprises (passed in 1991) showed that foreign enterprises in China paid 
income tax at the rate of 30 per cent. However, if a foreign enterprise operated its 
business in the manufacturing sector for a period of at least 10 years, it had permission 
not to pay income tax in the first two years—that is starting from the year in which it 
began to make a profit—and to claim a 50 per cent reduction in the next five years. 
Consequently, until the tax system was changed in 2008, most foreign companies paid 
income tax at an average rate of 15 per cent in the first seven years of their operation, 
while the corporate income tax for domestic firms was around 30 per cent (Deng 2011).   
The objectives of FDI policies in China are primarily concerned with export promotion 
(Zhang & Song 2000) and technology transfer (Das 2006). Thus, foreign companies in 
China are allowed to import equipment and materials that support their operation in 
China and to export their own products. The FDI policies have been so effective in 
export promotion that the export propensity of foreign firms and the contributions of 
foreign firms have lifted the total exports of China to an astonishingly high level. For 
example, in 1985, foreign enterprises involved in exporting accounted for only 1 per 
cent of total exports from China; this figure increased to 47.93 per cent in 2000 and to 
58.30 per cent in 2005 (SYC 2006). In the period 2000–2004, the MNE share in exports 
from China was higher than in other Asian developing country. In this period, foreign 
enterprises involved in exporting accounted for 53.16 per cent of total exports in China 
compared to 45.3 per cent in Indonesia, 43.2 per cent in Sri Lanka, and 10.1 per cent in 
Taiwan (Athukorala 2008). The strong export performance of foreign firms in China 
sets a good example for Chinese indigenous enterprises to enter the international 
market. Besides, the preferential tax treatment described above has potentially promoted 
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productivity spillovers from foreign companies to domestic companies via backward 
and forward input-output linkages.  
However, some problems have emerged related to the preferential treatment of China’s 
FDI. The fact that foreign firms could pay a much lower corporate tax rate for seven 
years while domestic companies could not circumvent the high corporate tax rate on an 
ongoing basis led to the perception of unfair competition with domestic firms (Deng 
2011). More significantly, the dual differential corporate income tax system was 
abolished by the Chinese government in 2008 and the new tax rate for both foreign 
firms and domestic firms was set at 25 per cent from January 2008. Foreign firms that 
were operating before 16 March 2007 could still obtain the tax exemption for five years 
from 1 January 2008 to 31 December 2012. 
The original dual corporate income tax system helped to strengthen the foreign presence 
that is vital for FDI productivity spillovers. However, an integrated tax-reform formula 
can be made more effective by increasing the output of domestic firms and by 
promoting national welfare (Deng 2011). Under firm heterogeneity, the spillover benefit 
of integrated reform is even more important, because the reform can raise the 
productivity of existing companies by increasing the possibility of productivity 
spillovers and the absorptive capacity of domestic firms.   
3.3.3  Malaysia and its FDI policy development 
Malaysia is a relatively small developing nation in the ASEAN bloc, with a population 
about 25 million. As a developing country based on traditional agriculture, Malaysia has 
recognised the importance of FDI for its economic growth and industrialisation. In fact, 
the Malaysian government adopted policies on FDI soon after achieving independence 
from Great Britain in 1957 (Brooks & Evenett 2005). Hill, Yean and Zin (2012, p. 
1688) argue that ‘Malaysia has achieved rapid economic development since 
Independence in 1957, with income per capita increasing approximately eightfold’. 
Malaysia’s development can be traced in terms of a series of policy initiatives aimed at 
attracting inward FDI and basing the development of the economy on this investment. 
The first two policy instruments that played an important role in attracting overseas 
investors to Malaysia were the Investment Incentive Act (ILA) of 1968 and the Free 
Trade Zone (FTZ) Act of 1971 (Brooks & Evenett 2005). The ILA was specially 
formulated to encourage export-oriented firms. The incentives included investment 
credits, tax concessions for exports, tax exemptions, preferential treatment for import 
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permits, and infrastructure facilities. Similarly, the FTZ Act of 1971 provided an 
attractive package for foreign firms in Malaysia. The objective of the FTZ Act was to 
enable foreign firms to experience minimum customs formalities and to have duty-free 
import of the raw materials, component parts, machinery and equipment required in the 
production process, together with minimal formalities in the export of their finished 
products. Then, the Industrial Coordination Act was implemented in 1975, which 
required manufacturing firms exceeding a given size (initially 75 or more employees) to 
apply to the government for an operating licence. The purpose of this Act was to ensure 
that firms complied with the New Economic Policy guidelines on ownership and 
employment (Brooks & Evenett 2005). To implement these Acts, Malaysia established 
several government organisations: the Capital Issues Committee (CIC), the Register of 
Companies (ROC), the Panel on Takeovers and Mergers (TOP), the Foreign Investment 
Committee (FIC), and the Kuala Lumpur Stock Exchange (KLSE).  
However, in the late-1990s, Malaysia’s economy suffered an economic recession. Hill, 
Yean, and Zin (2012, p. 1687) argue that in Malaysia ‘there is widespread official 
concern that the country is in danger of becoming ‘stuck in the middle’’. The 
performance of state-owned enterprises was poor and productivity growth was low. 
With export growth still being generated by the foreign-owned sector, the government 
was determined to attract further investment. FDI was concentrated in the electrical and 
electronicbs industries and the chemicals and petroleum industries (Brooks & Evenett 
2005). FDI accounted for a major  proportion  of the approved investment. This has 
been acknowledged as owing to the continuing attractiveness of Malaysia as an 
investment destination for foreign firms, especially in high value-added products and 
activities. According to Hill, Yean, and Zin (2012), Malaysia has been very open to 
FDI, with relatively few restrictions and easy repatriation of profits. 
In order to compete with other countries in terms of attracting FDI inflows, especially 
after the global financial crisis of 2008–2009, the Malaysian government put in place 
several policies to remain competitive. Besides passing the Safeguards Act in 2006, the 
Malaysian Code on Corporate Governance in 2007 and Safeguards Regulations in 2007, 
and establishing the Government Transformation Programme to promote FDI inflows, 
Malaysia had signed 66 bilateral investment treaties (BITs), 61 double-taxation treaties 
(DTTs), and 22 other international investment agreements (IIAs) by May 2010 (Rasiah 
& Govindaraju 2011).  
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In 2007, the inflow of FDI in Malaysia reached USD8.6 billion—up 30 per cent from 
2006—before dropping to USD7.2 billion in 2008 and USD1.5 billion in 2009. Then 
sharp rises in FDI inflows in Malaysia were recorded in 2010 and 2011 of USD9.1 
billion and USD12 billion, respectively. In 2009, Malaysia’s FDI inflow of USD1.5 
billion was much lower than FDI inflow in Vietnam at USD7.6 billion, followed by 
Thailand at USD4.9 billion and the Philippines at USD2 billion. However, in 2011, FDI 
inflow in Malaysia peaked at USD12 billion, compared to USD7.4 billion in Vietnam, 
USD9.6 billion in Thailand, and USD1.3 billion in the Philippines (UNCTAD 2012). 
Malaysia has obviously made successful efforts to remain competitive and to be a viable 
location for foreign investors (Rajan et al. 2008).  
Overall, Malaysia has been considered one of the successful nations in adopting policies 
and strategies to attract FDI and hence is perceived as an important destination for FDI. 
MNEs have played an important role in Malaysia’s industrialisation and economic 
growth. FDI in Malaysia not only contributes to providing employment for the growing 
population, but it provides access to global markets and encourages local companies to 
undertake technological activities and development (Wei & Balasubramanyam 2004). 
3.4  CONCLUSION 
Early resemblances to modern overseas investors appeared in the seventeenth and 
eighteenth centuries; however, the more established model of an FDI incorporating 
control over foreign production units did not happen until the beginning of the twentieth 
century. FDI can have both positive and negative aspects for host countries. Developing 
countries are increasingly aware of the importance of FDI and are looking to attract 
larger volumes of FDI inflows to their countries. In fact, FDI has been considered as 
having an important role not only in creating markets for exports and providing 
investment capital, but in transferring technology and in creating a stable environment 
for employment creation and long-term economic growth. Among the determinants of 
FDI, the government policies of host countries have played a significant role. Several 
countries have adopted new policies to take advantage of the positive effects of FDI to 
develop their economy. Australia, China, and Malaysia are three cases of developed, 
developing, and ASEAN countries, respectively. All of them are considered to have 
effective policies for attracting FDI.  
As with the positive effects of FDI in other countries, FDI inflows in Vietnam have 
played a significant role in terms of economic growth (Le 2002; Nguyen 2002; Nguyen 
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2004; Varamini & Vu 200; Vu et al. 2006), export expansion (Anwar & Nguyen 2011; 
Athukorala & Tran 2011; Pham 2012), employment opportunities (Le 2004; Senturk 
2010; Schaumburg-Muller 2003), and technology transfer (Anwar & Nguyen 2008; 
Pham 2004). However, there has not been any detailed study of the efficacy of 
government policies or the location factors for Vietnam to attract FDI inflows, nor has 
there been any detailed study on what the Vietnamese government could do to attract 
more FDI inflows. 
Unlike FDI in other countries in the ASEAN region, FDI only started to flow into 
Vietnam in the late twentieth century due to Vietnam’s political and economic history 
and its centrally planned economy, all of which were unfavourable to FDI inflows. As 
with China, to reform its foreign trade system and to open its market to foreign 
investors, Vietnam has launched its economic reform since 1986 known as the Doi Moi 
policy. The Law on Foreign Investment was approved by the National Assembly one 
year after the economic reform was launched. This law has been attributed to the Doi 
Moi policy of Vietnam and it has been appreciated by the international community as an 
open, attractive law in line with international norms. It was the foundation for FDI 
inflows into Vietnam (Tran 2009). This issue is discussed in detail in the next chapter. 
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CHAPTER 4: 
THE DOI MOI POLICY AND FDI INFLOWS  
IN VIETNAM 
 
4.1  INTRODUCTION  
Recently, it has sometimes been suggested that Vietnam has become one of the most 
attractive destinations for FDI in the world, particularly for FDI from Asia and most 
developed countries (OECD 2009). This is because Vietnam has several location 
advantages that make it an attractive place for multinational corporations seeking to 
develop new business and to expand in South-East Asia. Other than the more obvious 
lower labour cost for manufacturing, one of the nation’s valuable assets is considered to 
be its improving legal and policy framework on FDI (UNCTAD 2008). Vietnam is a 
developing country under the leadership of a single party—a communist state political 
system with a socialist-oriented market economy. Government policies are used in 
Vietnam to facilitate the implementation and achievement of government objectives and 
to serve the needs of national development, as well as the needs of public and private 
interests. In recent decades, government policies have changed the economic-political 
regime controlling FDI (Nguyen 2010). To understand the basis of the country’s 
economic policies, especially FDI policies, it is important to review the historical 
development of Vietnam’s FDI policies following the domination of foreign powers 
over hundreds of years.  
The economic reform policy known as the Doi Moi policy was adopted in 1986. The 
adoption of a market-oriented economy and the open-door policy on FDI have resulted 
in the Vietnamese economy integrating closely with the international economy. For 
example, trade development, export expansion, human capital development, and 
technology improvement have resulted in important economic transformations. 
However, the critical issue is how government FDI policies in Vietnam can be effective 
in attracting inward FDI in order to develop the country’s economy.  
This chapter critically reviews the development of FDI policies in Vietnam from the 
French rule to the Doi Moi policy and then to the present to understand the changes 
brought to the development of FDI inflows by the changing Vietnamese FDI policies.  
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The chapter proceeds as follows. Section 4.2 presents the features of FDI policies in 
Vietnam under French rule to 1954, in the period of 1955–1975, and in 1976–1985, the 
period of reunification. Section 4.3 introduces the development of FDI policies under 
the Doi Moi policy from the perspectives of: (1) the purposes of attracting FDI to 
Vietnam; (2) the policy approach of Vietnam to FDI, including the viewpoint of the 
Communist Party of Vietnam on FDI, and the attitude of the Vietnamese government to 
FDI; (3) the Law on Foreign Investment; and (4) other policy factors such as tax-
incentive policies, open-trade policies, exchange rate policies, and labour policies. The 
final section presents some conclusions. Figure 4.1 outlines the structure of this chapter. 
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4.2  FDI POLICIES IN VIETNAM BEFORE THE DOI MOI POLICY  
Vietnam faced a long period of serious problems caused by its history of colonisation, 
occupation, and dominance by foreign powers (see Appendix 4.1). One of the problems 
was the lack of appropriate government policies to promote the development of the 
economy. Consequently, the Vietnamese economy had been stagnating and experienced 
a low rate of economic growth for many years. The following sections examine the 
features of FDI policies in Vietnam before the Doi Moi policy, from the time of the 
French rule—which ended in 1954, in the period of partition of 1955–1975, and after 
the country’s reunification, 1976–1985. 
4.2.1  FDI policies in Vietnam under French rule 
France ruled Vietnam for more than eight decades. Under French rule, the North was 
separated from the South. Ha Noi was developed as the administrative centre for French 
rule and prioritised educational development, and thus local people in Ha Noi were 
well-educated. In the South, Sai Gon (now Ho Chi Minh city) was developed as the 
commercial centre of the country, and the local people were not as well-educated as 
those in Ha Noi, but they were very active in business. Ha Noi and Sai Gon were, 
accordingly, the centres of socio-economic development, whereas the rural areas were 
very poor and underdeveloped (Fisher 1994; Pham 1997). Additionally, France applied 
a managerial strategy that encouraged the alienation of the North and the South. When 
Vietnamese citizens travelled between the North and the South of Vietnam, they had to 
undergo formalities which made them feel as if they were going to a different country 
(Forbes et al. 1991; Pham 1997).  
Many French policies in Vietnam were repressive in that there was slow economic 
development and minimal social reform. Under French rule, investors from France were 
allowed to establish their businesses in Vietnam to produce products for local 
consumption as well as to export them to their home nation and other nations. Their 
companies mostly focused on growing rubber, exporting rice, and mining coal and other 
minerals (Fisher 1994; Forbes et al. 1991).  
During more than 80 years of French colonial occupation, French companies had made 
the three nations of Indochina the third largest rice exporters in the world after Thailand 
and Myanmar, and about 50 per cent of total rice exports were from Vietnam (Pham 
1997; Sharp 1954). French investments in Vietnam during the period accounted for 
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about USD400 million. Most of these investments flowed into coal mining and rubber 
plantations (Sharp 1954).  
Beside investors from France, Vietnamese private investors established companies to 
exploit cheap labour for mines and for constructing railways and roads. Highways were 
built and a number of hydroelectric power projects were inaugurated. However, 
although there were investments from private French investors as well as Vietnamese 
investors, the socio-economic development of the country was very low. The French 
government monopolised many areas of produce, including salt, alcohol, tobacco, 
opium, sugar, and matches (Harvie & Tran 1997; Sharp 1954). The market structure of 
the Vietnamese economy was characterised by the high degree of monopolistic power 
exerted by enterprises based on French investment, with the result of widening the gap 
between the modern sectors and the primitive sectors (Hoan 1958; Pham 1997).  
French colonisation in Vietnam ended when the Japanese army took control of the 
country in 1940. At the end of the Second World War, Ho Chi Minh, who became the 
first president of Vietnam, led the Vietnamese forces known as Viet Minh in a 
revolution and established the Democratic Republic of Vietnam on 2 September 1945. 
However, the subsequent reoccupation by the French prevented the continuation of the 
newly established state. The war between the Viet Minh and the French ended after the 
famous battle of Dien Bien Phu in 1954 with the Geneva Agreement between the 
Vietnamese and French delegations (Collins 2009; Harvie & Tran 1997). In accordance 
with the Geneva Agreement, the country was divided into two separately governed parts 
with very different political and economic systems: the Democratic Republic of 
Vietnam in the North and the Republic of Vietnam in the South. This separation lasted 
for 20 years (Nguyen 1987; Pham 1997; Porter 1981). 
4.2.2  FDI policies in Vietnam in the period 1955-1975 
The major characteristic of Vietnam from 1955 to 1975 was the existence of two 
different political and economic systems in the North and the South. In the North, the 
Democratic Republic of Vietnam (DRV) was ruled by the Communist Party of Vietnam 
(CPV). Government in the North took the path of socialism and implemented a 
reconstruction program for socialist industrialisation, emphasising heavy industry that 
produced the means of production such as machinery and equipment (Shabad 1958; 
Tran 1997). The North’s economy was characterised by prices that were determined by 
the government. Agriculture was collectivised and the state sector dominated the 
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economy (Harvie & Tran 1997). Most medium and large-scale foreign enterprises were 
nationalised (Arkadie & Mallon 2003).  
During this period, the economy of the North depended mainly on foreign aid from 
other socialist countries, including the former Soviet Union and China. These nations 
supported North Vietnam with technology, equipment, and finance to develop the 
country’s economy (Shanbad 1958). For instance, in 1955, the Soviet Union granted the 
DRV aid of USD325 million to develop industrial sectors and China granted the DRV 
aid of about USD100 million to speed the reconstruction of bridges, railway lines, and 
highways (Shanbad 1958; Vo 1990). From 1965 to 1970, foreign assistance from the 
socialist countries for the DRV gradually increased from USD270 million to USD1 
billion per annum. The foreign assistance was destined primarily for funding the 
military and financing trade deficits (Vo 1990).  
In 1970, Le Duan, who was Secretary-General of the Vietnamese Communist Party, 
stressed the need to struggle to shift small-scale production to large-scale socialist 
production. The Party Plenum in 1972 went further, arguing for trade to be controlled 
by socialist companies, abolishing artisanal and small-scale production companies, and 
replacing them with large-scale state enterprises (Arkadie & Mallon 2003). However, 
under this policy, the economy suffered. Rice production fell from 4.92 million tonnes 
in 1972 to 4.78 million tonnes in 1975, while the population increased from 22.70 
million to 24.55 million in this period (Vo 1990). These were significant elements 
limiting the overall economic development in North Vietnam. 
In contrast to the North, the government of the Republic of Vietnam in the South was 
supported and nurtured by the United States and other allies, and its economy took the 
path of capitalism and was characterised by the market economic system. One year after 
separation from the North, the government in the South adopted reconstruction plans for 
industrialisation based on exploiting natural advantages in agriculture, such as climate, 
fertile land, labour, and skills as the principal route to improving living standards, 
increasing self-sufficiency, and reducing the trade deficit (Musolf 1963). The trade 
deficit was reduced from USD216.3 million in 1954 to USD177.4 million in 1958 
(Trued 1960). Foreign exchange earnings from rubber, rice, and other farm exports as 
well as FDI helped South Vietnam to pay for industrialisation (Jonas 1961).  
To develop the light manufacturing industries, the government in the South tried to lure 
new overseas investors to the hydroelectric power and chemical sectors by assuring 
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them that they would not have to fear either a sudden nationalisation of their companies 
or a regime of exorbitant taxes or problems in their annual profit remittance (Musolf 
1963). Recognising the important role of foreign investments in helping the country’s 
economic development, in March 1957 the President of South Vietnam, Ngo Dinh 
Diem, signed a presidential declaration on investment policy. This was considered a 
significant instrument for attracting private foreign investment including FDI. In spite 
of that, it failed to promote South Vietnam’s economic growth or the development of its 
heavy industry (Duncanson 1973; Warner 1972). Pham (1997) points out that the failure 
of FDI at that time was due to the fact that South Vietnam’s economy was a war 
economy, mainly dependent on foreign aid from the United States. The US assistance 
covered deficits on commodity trade amounting to USD194 million in 1955, USD173 
million in 1956, and USD208 million in 1957 (Trued 1960). 
North and South Vietnam followed opposite paths of political and economic 
development, and the industry and service sectors were much more developed in the 
South than in the North. The basic economic infrastructure was much better developed 
in parts of the South, and there was an established entrepreneurial class with business, 
managerial, and administrative skills that had the potential to play an important role in 
the South’s economic development (Arkadie & Mallon 2003). As Vo (1990) claimed, 
both North and South Vietnam had in common at least three principal characteristics: 
strong dependence on foreign aid, a trade balance deficit, and an excess of consumption 
over production. During the period 1955–1975, FDI was forbidden in the North and was 
relatively insignificant in the South, so it did not play a useful role in promoting the 
countries’ economic development.  
In April 1975, the partition of Vietnam came to an end after the battle for Sai Gon. This 
important historic event opened the modern history stage for Vietnam. After 20 years of 
war and division of the country, Vietnam was reunified under the name of the Socialist 
Republic of Vietnam as a single-party state—a communist state political system. 
4.2.3  FDI policies in Vietnam after the country’s reunification, 1976-1985    
In the years following 1975, the Vietnamese government implemented policies of 
socialist construction and development to reform and integrate South Vietnam’s 
economy into that of North Vietnam. In November 1975, Truong Chinh, who was the 
President of the National Assembly of Vietnam, put the issue of reunification as 
follows: 
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At present, completely liberated, should South Vietnam limit itself with the 
people’s national-democratic revolution for a period of time before embarking 
on the socialist revolution and socialist construction? We think that it is not 
necessary. The great victory …of this year [30 April 1975] has put a victorious 
end to the phase of the people’s national-democratic revolution in South 
Vietnam and opened up for the South Vietnamese people a new phase of the 
revolution with a new strategic task, that of socialist revolution… The South 
Vietnamese people should concretely begin the step-by-step socialist 
transformation of the national economy and the building up of the first 
foundation of socialism (Vo 1990, p. 60).  
A centrally planned economic model was applied to Vietnam as a whole, with almost all 
economic activities including cooperatives and state enterprises. The principal 
economic activity was agriculture, with rice as the predominant crop (Forbes et al. 
1991). At that time, Vietnam’s economy was subjected to the problems of galloping 
inflation, goods scarcity, worsening living conditions, and diminishing levels of 
cultural, information, educational, health, and social facilities. Additionally, Vietnam 
was to a great extent isolated from the world economy, with very limited trade relations 
and those mainly with nations from the former Communist bloc (United Nations 2008). 
This was referred to as a state of ‘crisis’ by several foreign observers (Jackson 1999).  
In order to implement economic reform as well as socialist construction, Vietnam 
devised two five-year economic-development plans for 1976–1980 and 1981–1985. The 
five-year economic-development plan for 1976–1980 with the aim of moving from 
small-scale production to large-scale socialist production was presented at the Fourth 
Party Congress of the Communist Party of Vietnam in December 1976. This plan 
contained, arguably, unrealistic economic policies and goals. According to the 
revolutionary government, the Vietnamese economy consisted of three main sectors: 
state institutions, collectives, and family households. In addition, to initiate land reform 
and the handover of the control of farms and commercial entities to their workers, the 
revolutionary government implemented two campaigns for industrial and commercial 
modification in the former South Vietnam (Nguyen 2010).  
In this period, there was a general shortage of food and consumer goods, a deficit in the 
national budget, a surplus in net exports, and a scarcity of investment capital. 
Production came to a standstill and annual economic growth averaged only 0.4 per cent 
in the five years 1976–1980 (Kim 1992; Kimura 1986) (see Table 4.1). The economic- 
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development plan for the five years 1976–1980 was therefore judged to be unsuccessful. 
At the Fifth Party Congress in 1982, the Party Secretary-General, Le Duan, stated that: 
On the economic front, our country is … confronted with many acute 
problems… The implementation of the economic plans in the years 1976–1980 
have not reduced the serious imbalances in our national economy. Production 
rises slowly while the population increases quickly (Vu 1984, p. 2).  
Table 4.1  Development Index of Vietnam after the Country’s 
Reunification, 1976–1985 
Years National Income Industrial Output Agricultural Output 
1975 100 100 100 
1976 114.6 112.6 110.2 
1977 116.9 123.9 104.8 
1978 119.6 130.6 104.9 
1979 119.1 124.7 112.0 
1980 113.4 117.3 118.7 
1981 122.3 131.3 123.4 
1982 132.2 146.6 133.4 
1983 136.1 163.3 137.1 
1984 143.6 175.5 N/A 
(Sources: Kimura 1986; Vo 1985; Vu 1984) 
At the same time, the leaders of Vietnam tried to develop their country’s economic, 
scientific, and technical ties with countries all over the world in order to effectively 
exploit Vietnam’s potential to reconstruct and develop its economy (Tran 1997). In 
1977, two years after the country’s reunification, the government of Vietnam issued the 
Foreign Investment Rules, including Decision No. 115/CP (also known as the 1977 
Investment Rules). The 1977 Investment Rules (the IR 1977) and other documents 
guiding the rules’ execution and implementation became the earliest legal base for 
foreign investors, without any distinction of a socio-economic system, to invest directly 
and carry out business in Vietnam (Tran 1997).  
However, between the late 1970s and early 1980s, due to the unfavourable international 
conditions for development and expansion of foreign economic relations in Vietnam, 
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the 1977 Investment Rules failed to bring about the expected results. According to Le 
(1997), the failure of the IR 1977 in Vietnam was because it did not receive any support 
from the Soviet Union and Eastern Europe, and because of various political problems at 
that time such as the border conflict with China and the Cambodian event. 
In the next five-year economic-development plan for 1981–1985, the Vietnamese 
government focused on constructing a strict centrally planned system with state 
allocations of capital and inputs. There were plans for large-scale investment in heavy 
industries such as cement factories, steel mills, and hydroelectric power plants (Nguyen 
2008). At that time, money and prices were not an effective means of measuring 
resource allocation and official prices were low and had little impact on production 
decisions. These resulted in alarming budget deficits. To finance the country’s ever-
increasing expenditure, the Vietnamese government printed more and more money. 
Consequently, inflation increased rapidly to 30–50 per cent in the early 1980s, reaching 
587.2 per cent by the end of 1985, and then peaking at 774.7 per cent in 1986 (Arkadie 
& Mallon 2003).  
Additionally, during this period more than 1,500 large and medium private companies, 
both domestic and foreign, in the South were nationalised and converted to state-owned 
companies; around three million people were near starvation; about six million people 
were unemployed and 1.5 million people left the country, most for economic reasons 
(Kimura 1989). Due to serious management mistakes guided by inappropriate policies 
and incompetent implementation, the five-year economic-development plan of 1981–
1985 was widely deemed unsuccessful. The maintenance of the central planning 
economic system after reunification has since been recognised by the Communist Party 
of Vietnam to have been a mistake: 
This system was necessary in war conditions when the State was receiving a 
large amount of foreign aid. It should have been abandoned when the war was 
over, when the country, now reunified, was embarking on the stage of socialist 
construction. However, conservative ideas and the tendency to rely on foreign 
aid delayed the reorganisation of economic management. Effective for the years 
of war, the old system became a hindrance to all economic activities (the 
Communist Party of Vietnam 1986, p. 17). 
In short, in the decade after the fall of the South Vietnam government and the 
unification of the two parts of Vietnam, although the Vietnamese leaders made great 
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efforts they failed to meet the many immediate and long-term economic challenges 
facing the country. During the period of the implementation of the central planning 
economy policy and the IR 1977, the Vietnamese economy still performed very poorly. 
Vietnamese per capita income levels placed Vietnam on the same income level as the 
low human capital group of nations (Arkadie & Mallon 2003). The technology gap 
between Vietnam and other countries in the region was growing and the trade of 
Vietnam with the world as well as with the Union of Soviet Socialist Republics (the 
USSR) was unbalanced (see Table 4.2). Productivity decreased annually in all sectors in 
the period 1976–1980 and rose at a rate of only 2.3 per cent in the period 1980–1985 
(see Table 4.3). At that time, investment capital was badly needed in agriculture, 
industry, communications, transport, social works, and remote regions (Kimura 1986). 
In this situation, Vietnam really needed FDI from other countries in the region as well 
as from Western developed nations, but there was almost no FDI. Although the 
Investment Rules were issued on 19 April 1977, the Vietnamese leaders did not 
perceive FDI as having an essential role to develop Vietnam’s economy (Kimura 1986).  
Table 4.2  Vietnam’s Foreign Trade in the Period 1976–1986  
(Million USD) 
 Trade with the World Trade with the USSR 
Year Import Export Trade 
Deficit 
Import Export Trade Deficit 
1976 825.9 215.0 610.9 308.4 (39.3) 84.4 (39.3) 224.0 (36.7) 
1977 1,044.1 309.0 735.1 372.0 (57.0) 176.1 (57.0) 195.9 (26.6) 
1978 1,465.8 406.7 1,059.1 446.4 (30.5) 222.5 (54.7) 223.9 (21.1) 
1979 1,653.0 383.1 1,269.9 680.3 (41.2) 225.0 (58.7) 455.3 (35.9) 
1980 1,576.7 398.6 1, 178.1 700.1 (44.4) 242.4 (60.8) 457.7 (38.9) 
1981 1,697.3 388.3 1, 309.0 1,006.4 (59.3) 232.2 (59.8) 774.2 (59.1) 
1982 1,599.6 479.7 1,119.9 1,107.4 (69.2) 284.4 (59.3) 823.0 (73.5) 
1983 1,689.2 534.5 1,154.7 1,213.9 (71.9) 315.3 (59.0) 898.6 (77.8) 
1984 1,802.5 570.5 1,232.0 1,230.1 (68.2) 316.0 (55.4) 914.1 (74.2) 
1985 2,046.3 668.3 1,378.0 1,410.9 (68.9) 339.3 (50.8) 1,071.6 (77.8) 
1986 2,506.9 739.5 1,767.4 1,878.1 (74.9) 419.2 (56.7) 1,458.9 (82.5) 
(Source: Kimura 1989) 
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Table 4.3  Average Percentage Growth Rate of Productivity in Vietnam, 1976–
1985 
 1976–1980 1980–1985 
 Output Labour Productivity Output Labour Productivity 
National 
Income 
1.5 2.3 - 0.8 5.6 3.3 2.3 
Industry 2.2 2.4 - 0.2 10.6 5.6 5.0 
Forestry-
Agriculture 
2.7 3.2 - 0.5 4.6 3.1 1.5 
(Sources: Kimura 1986; Vu 1985) 
4.3  FDI POLICIES IN VIETNAM UNDER THE DOI MOI POLICY 
In 1986, the Vietnamese Communist Party formally endorsed a program of the Doi Moi 
policy (Jackson 1999; Tran 1997). Truong Chinh, who was appointed acting Secretary-
General of the Vietnamese Communist Party, acknowledged that the Vietnamese 
government recognised the problems resulting from the emphasis given to central 
planning and large-scale production and he stated that: 
We have made mistakes due to ‘leftist infantilism’, idealism, and to the 
contravention of socio-economic development. These mistakes were manifested 
in developing heavy industry on a large scale beyond our practical 
capacity…[maintaining] the bureaucratically centralised mechanism of 
economic management based on state subsidies with a huge superstructure 
which overburdens the infrastructure. As a result, we relied mostly on foreign 
aid for our subsistence (Arkadie & Mallon 2003, p. 25). 
The broad thrust of Doi Moi was officially adopted by the Sixth Party Congress in 
December 1986 after agreement on the need for policy reforms aimed at reducing 
macroeconomic instability and accelerating economic growth, and agreement that all 
economic levers (price, wages, fiscal, monetary) were to be used to achieve these 
objectives (Arkadie & Mallon 2003).  
As well as the Law on Foreign Investment, Vietnam has enacted many laws and 
regulations to establish a framework for economic reform. Some of the most important 
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laws for economic reform, especially FDI, are the Law on Enterprises, the Commercial 
Law, the Law on Corporation Income Tax, and the Land Law (see Table 4.4). They 
apply to all enterprises established by foreign as well as Vietnamese investors. All these 
laws have tended to increase the rights of overseas investors. This is intended to make 
the investment environment more favourable and to narrow the policy gap between 
foreign and domestic investors. They reflect the Vietnamese government’s efforts to 
create a favourable investment environment in accordance with Vietnam’s economic 
integration process (Nguyen et al. 2006). As a result, FDI has been a significant factor 
for Vietnam, stimulating exports, introducing new labour and management skills, 
providing capital, generating job opportunities, and transferring advanced technology 
for the Vietnamese economy’s development.  
Table 4.4  Main Indicators under the Doi Moi Economic Policy Process 
Policy and Legal Trends 
1986 
- Announcement of Doi Moi as the official 
Party policy 
 
 1999 
- Enterprise Law approved  
- Plan to restructure and enforce minimal capital 
requirements in joint-stock banks issued 
1987 
- Law on Foreign Investment adopted 
- Land Law adopted 
- Restrictions removed on private sector trade 
and transport  
- Restructuring of banking system  
 2000 
- Insurance Law approved  
- Foreign Investment Law revised  
- A formal stock market commences  
1988 
- Law on Import and Export Duties issued 
- Legal rights for private sector  
- Reduction of state control over state 
enterprises’ production 
- Devaluation of Vietnamese dong  
- Foreign exchange regulations 
- Central banking functions separated from 
commercial banking 
 2001  
- Land Law amended  
- Bilateral trade agreement with the United States 
signed  
 
1989 
- Trade reform, removal of import duties on 
 2002  
- Labour Code revised 
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industrial inputs  
- Bank interest rates made positive in real terms 
- Positive real exchange rate policy 
- Foreign exchange rate system unified  
- Formal negotiations with the WTO  
1990 
- Tax reforms 
- Reform of financial sector  
- Introduction of new instruments for state bank 
control of the money supply  
 2003  
- Law on Land passed 
- Law on State Bank of Vietnam amended 
- Corporate Income Tax Law passed 
1991 
- Decree on foreign bank branches  
- Law on Private Enterprise introduced  
- State enterprises required to re-register 
 2004  
- Law on Competition passed 
- Bankruptcy Law passed 
1992 
- Constitution adopted  
- Foreign Investment Law revised 
- Trade agreement signed with the European 
Union  
 2005  
- New Law on Investment passed 
- New Enterprise Law passed 
- Law on Commerce passed 
- Housing Act passed 
- Civil Code passed 
- Law on Minerals amended 
- Law on Intellectual Property passed 
- Import-Export Tax Law passed 
1993 
- Law on Land passed 
- Oil and Gas Law passed 
- Bankruptcy Law passed 
- Law on Environmental Protection passed 
 2006 
- An agreement with the United States in 
bilateral negotiations with the WTO members 
- Law on Securities passed 
- Technology Transfer Act passed 
- Labour Code amended 
1994  
- Economic Courts established  
- Labour Code passed 
- Law on Promotion of Domestic Investment 
passed 
- Interbank foreign exchange market introduced 
 2007  
- Vietnam formally joins the WTO 
1995  2008 
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- Law on State Owned Enterprises  passed 
- Civil Code enacted 
- Vietnam joins ASEAN and committed AFTA 
- Law on Value Added Tax approved 
- Law on Corporate Income Tax passed 
1996 
- Law on Foreign Investment amended  
- Mining Law passed 
 2009  
- Law on Royalties approved 
- Intellectual Property Law amended 
- Law on Amendments and Supplements to 
Articles 126 of the Housing Act and Article 121 
of the Land Law passed 
1997 
- Commercial Law approved  
- Law on Credit Institutions passed 
- Law on Value Added Tax approved  
 2010 
- Law on State Bank of Vietnam amended  
- Mining Law approved  
- Environmental Protection Tax approved 
- Law Securities amended 
1998 
- Anti-corruption Ordinance approved 
- Domestic Investment Legislation amended 
 2012 
- New Labour Code passed 
- Law on Water Resource approved  
(Sources: Arkadie & Mallon 2003; Thuvienphapluat’s web) 
The main aims of Vietnam during the Doi Moi period have been to promote national 
economic growth, trade liberalisation, industrial development, technology transfer, and 
job creation. FDI has been viewed as one of the fundamental means to achieve these 
aims. The flows of FDI to Vietnam have been attributed to many factors (Harvie & Tran 
1997). It is suggested that the reason for an international corporation to invest 
internationally is that it possesses some specific advantages over local companies 
(Markusen 1995). According to the Eclectic theory, advantages that lead a multinational 
corporation to invest internationally can be categorised into three groups: ownership 
advantages, location advantages, and internalisation factors (Dunning 1993, 1997, 2001; 
Dunning & Narula 1996).  
Hence, foreigners who invest in Vietnam have ownership advantages. These advantages 
could be the ability of MNEs, their managerial and technological capabilities, and 
international marketing skills, as well as capital-intensive and capital-cost advantages 
that give MNEs special advantages as foreign investors in Vietnam. Another factor that 
explains the inflows of FDI in Vietnam is locational advantages, including the huge 
range of natural resources, abundant and cheap labour, the large and fast-developing 
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domestic market, political and economic stability, and especially the improving legal 
and policy framework concerning FDI (see Table 4.5). The last set of factors that 
attracts the inflows of FDI to Vietnam are the internalisation factors of increasing 
market share and avoiding the competitive pressure of increasing production costs and 
high labour costs.  
Table 4.5  Comparative Indicators for Attracting FDI between Vietnam and its 
Neighbouring Countries 
Country Number of 
start-up 
procedures 
Corporate 
income tax 
rates (per 
cent) 
Electricity 
cost 
(USD/KwH) 
Water cost 
(USD/cubic 
metre) 
Market size 
(population, 
million) 
Avg.minimum 
annual salary 
(worker, USD) 
Vietnam 11 25 0.07 0.25 88 1,002 
China 13 30 0.08 0.18 1,344 1,500 
Indonesia 12 30 0.07 0.59 242 1,027 
Malaysia 9 28 0.07 0.51 29 4,735 
Philippines 11 35 0.10 0.21 95 2,053 
Thailand 8 30 0.06 0.31 68 2,293 
(Sources: Aldaba 2006; Devonshire-Ellis 2011) 
Among the three main factors attracting FDI inflows to Vietnam, the location factors, 
especially policy factors, have played an important role and should be analysed, because 
policy factors strongly reflect the reasons foreign investors choose one host country 
over others. The policy factors that affect FDI inflows to Vietnam are mainly the 
approach of Vietnam to FDI, the Law on Foreign Investment, and other policies such as 
tax-incentive policies, exchange rate policies, open-trade policies, and labour policies.  
In order to understand the issue fully, the next sections review the development of FDI 
policies in Vietnam under the Doi Moi policy from several perspectives: (1) the 
purposes of attracting FDI to Vietnam; (2) the policy approach of Vietnam to FDI, 
including the viewpoint of the Communist Party of Vietnam to FDI and the attitude of 
the Vietnamese government to FDI; (3) the Law on Foreign Investment; and (4) other 
policy factors such as tax-incentive policies, open-trade policies, exchange rate policies, 
and labour policies. 
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4.3.1  Purposes of attracting FDI to Vietnam 
Since the 1970s, the global economy has changed dramatically. With foreign investment 
increasing significantly in the global market, the trends of globalisation have become 
more apparent. FDI has become a significant competitive strategy for multinational 
enterprises to invest all over the world, and the governments of host countries consider 
FDI as a crucial element in the development of their countries (TeVelde 2001a). Most 
nations have encouraged FDI inflows following their acknowledgement of the FDI 
contribution to development, employment opportunities, advanced technology transfer, 
and international access for local enterprises. 
Governments in host countries are increasingly looking for inward FDI for key purposes 
such as producing transport infrastructure, energy sources, and other basic industries; 
for tapping into cutting-edge, technology-oriented industries, including electronic 
information, bioengineering, new materials, and aviation and aerospace, as well as 
establishing local R&D centres; for transforming traditional agriculture, developing 
modern agriculture, and promoting the industrialisation of agriculture; for using raw and 
renewable resources comprehensively, initiating environmental protection projects, and 
modernising public utilities; and for encouraging foreign businesses to utilise advanced 
techniques to transform traditional industries such as the manufacture of machinery, 
textiles, and consumption goods by upgrading their equipment and facilities. To achieve 
these purposes, the host-nation governments try to offer FDI investors a favourable 
legal and business environment. 
For Vietnam, attracting FDI has been one of the key objectives of the Doi Moi policy 
since 1986, because FDI is an essential element of market-oriented economic reform. 
The key purposes that the Vietnamese government wants to achieve from FDI are as 
follows.  
First, FDI can bring additional capital to Vietnam to develop the country’s economy and 
contribute to more even development among provinces and economic sectors. During 
the 25 years since the Doi Moi policy implementation, Vietnam has attracted USD88.9 
billion with a total of 14,998 FDI projects (GSO 2013), which develop skills, 
infrastructure, and other ingredients for promoting economic development.  
Second, through FDI, Vietnam can access advanced foreign technology and 
experienced professional management. It has been stated that the technological spillover 
of overseas investment is an effective means to promote local technology innovation 
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(Anwar & Nguyen 2008; Pham 2004). FDI can introduce advanced technology in 
Vietnam in various ways, for instance competition by foreign firms within the same 
industry, training of employees, information exchange between management levels, and 
vertical linkages with the suppliers and buyers in upstream and downstream industries.  
Third, FDI has played an important role in solving the unemployment problem in 
Vietnam. The increase in foreign enterprises entering Vietnam has provided significant 
employment opportunities for Vietnamese residents. For instance, in the period 2000–
2009, FIEs employed more than 1.9 million Vietnamese workers, accounting for about 
0.5 per cent of the total workforce in Vietnam (GSO 2013). Further, FIEs have 
contributed to the human capital development of the country in three ways by: (1) 
providing formal and informal training, (2) participating in the creation of a new 
generation of entrepreneurs and professionals, and (3) encouraging workers to learn 
new skills (Le 2004).  
Finally, attracting FDI is a crucial element of market-oriented reform in Vietnam. FDI 
inflows are likely to accelerate the progress of Vietnamese economic reform as well as 
the improvement of laws and corporate managerial systems in Vietnam (Arkadie & 
Mallon 2003). These effects have shifted the Vietnamese economic system from a 
centrally planned economy to a market-oriented economy.  
In summary, the key purposes that the Vietnamese government wants to achieve from 
FDI inflows are to promote economic growth, to receive the transfer of advanced 
technology, to create more employment, and to attain more even development among 
provinces and economic sectors. These purposes were demonstrated in the Law on 
Foreign Investment and pieces of legislation providing for its implementation. For 
instance, in order to promote the local private sector as well as the foreign sector to help 
develop the country’s economy, generate significant employment, and receive the 
transfer of advanced technology, the Vietnamese government passed the first LFI 1987; 
and to promote a more favourable environment to attract FDI inflows into provinces 
with difficult socio-economic conditions, the Vietnamese government revised the LFI 
1996 (see Section 4.3.3 and Section 5.2). Further, the Vietnamese government 
implemented the LI 2005, Decree No. 108/2006/ND-CP on 22 September 2006 and 
Decree No. 124/2008/ND-CP on 11 December 2008 and have offered special tax 
incentives for FDI projects in sectors of agriculture, human health, and education, as 
well as FDI projects using high technology, generating significant employment, and 
going to difficult socio-economic regions (see Section 4.3.4.1 and Section 6.5). 
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4.3.2  The policy approach of Vietnam to FDI 
After the end of the Second World War, most newly independent countries viewed FDI 
as evidence of the continuing imperialistic control of their economies. This attitude led 
to the nationalisation of companies in several developing nations such as North Vietnam 
and Nigeria (Biercteker 1987; Vo 1990). However, since the 1970s, the increasingly 
positive attitude of developing nations towards FDI is a consequence of the fact that it 
has become obvious to them that FDI is a vehicle for a country’s economic 
development (Shihata 1988). Recently, developing nations have increasingly tended to 
create a more receptive and liberal investment environment that recognises the 
legitimate interests of international investors; however, at the same time they have 
maintained the policies and procedures necessary to ensure the soundness of those 
investments and their compliance with national laws and regulations. 
For Vietnam, the positive policy approach to FDI has been stated in the viewpoints of 
the Communist Party of Vietnam (CPV) and the Vietnamese government. 
4.3.2.1  The viewpoint of the Communist Party of Vietnam on FDI 
From the VI, VII, VIII, IX, X Party Congress to the XI Party Congress, in 1986, 1991, 
1996, 2001, 2006, and 2011, respectively, the Communist Party of Vietnam has stressed 
the significant role of FDI in Vietnam’s economic development. In fact, the Sixth 
National Congress of the CPV in December 1986 announced that Vietnam would 
practically abandon the centrally planned economy and move towards a market-oriented 
economy to encourage FDI inflows to the country (Arkadie & Mallon 2003). For 
example, the state would no longer control production and distribution, and all 
economic entities would be responsible for their own production and distribution phases 
with prices set by the supply and demand of the market. Money and prices would be a 
means to measure resource allocation, and foreign organisations and individuals could 
invest in Vietnam in designated fields of the national economy. Accordingly, the 
financial situation and the market power of state-owned enterprises were weakened. 
Both the VII and VIII Party Congresses continued this policy-reform stance and stated 
that the FDI sector has a vital role in the mobilisation of capital and technology as well 
as organisational and managerial skills (DNPC 1996).   
In addition, at the Ninth Central Party Congress in 2001, the CPV emphasised FDI’s 
contributions as export-orientation, advanced technology transfer, and job creation as 
well as the construction of socio-economic infrastructure facilities. FDI has 
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continuously increased, contributing positively to socio-economic development in 
Vietnam. Foreign firms have employed more than 35,000 direct employees and tens of 
thousands of indirect employees (DNPC 2001). The Resolution of CPV issued on April 
22, 2001 stated that Vietnam would create good and advantageous conditions, expand 
fields, locations, and forms of FDI, and improve the legal and economic environment 
for foreign investors to enter and develop in Vietnam, as well as encouraging 
Vietnamese enterprises to cooperate with foreign firms (DNPC 2001).   
The Tenth National Party Congress in 2006 stated that Vietnam would attract more FDI 
through expanding geographical areas and improving the policies for attracting foreign 
investment to make drastic changes in both the quantity and the quality of FDI (DNPC 
2006). Moreover, in determining the strategy of socio-economic development for the 
next 10 years from 2011 to 2020, the Party Secretary-General stated that Vietnam 
would continuously improve the investment and business environment and widen the 
permissible forms of investment in order to attract and use domestic and foreign 
resources efficiently (DNPC 2011).  
The positive policy stance on FDI by the CPV has become an essential foundation for 
the Vietnamese government to amend and improve legal and policy frameworks to 
strengthen the country’s locational advantages to attract foreign investors to Vietnam. 
4.3.2.2  The attitude of the Vietnamese government to FDI 
The positive attitude of a government towards foreign investors is of major importance 
in attracting FDI to a country. This might include legal documents on the country’s 
attractiveness and statements by the authorities provided for foreign investors that the 
government is committed to FDI (Ricken & Malcotsis 2011). The Vietnamese 
government has a positive attitude to FDI, as evidenced by its amendment and 
improvement of legal and policy frameworks with respect to FDI attraction and the 
operation of overseas corporations in Vietnam. The favourable attitude of the 
Vietnamese government to FDI began with the National Assembly of Vietnam passing 
the first Law on Foreign Investment in 1987 (LFI 1987). In summary, the law stated 
that:  
Foreign organisations and individuals can invest in Vietnam in the fields of the 
national economy. 
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The state encourages foreign organisations and private persons to invest in the 
following areas:  
1. implementation of major economic programs, export-oriented production and 
import substitution;  
2. high-technology industries using skilled labour; in-depth capital investment 
for exploitation and full employment of potential resources and raising the 
productive capacities of existing economic enterprises;  
3. labour-intensive industries using raw materials and natural resources available 
in Vietnam;  
4. construction of infrastructure;  
5. foreign-exchange-earning services, such as tourism, ship repair, airport and 
sea port services, and other services (Article 3).  
Further, in line with the Doi Moi policy and its objective to promote and attract FDI 
inflows, the Vietnamese government adopted the 1992 Constitution on 15 April 1992. 
This became effective three days later on 18 April and is the highest-ranked legal 
document of Vietnam, as well as representing a milestone in laying the foundation for 
the private sector, including the FDI sector, to compete with the state sector. Article 25 
of the 1992 Constitution states: 
The State encourages foreign organisations and individuals to invest capital and 
technology in Vietnam in accordance with Vietnamese law and with 
international law and practice; ensures the legal ownership of capital and assets 
as well as other interests of foreign organisations and individuals. Enterprises 
with foreign invested capital shall not be nationalised. 
The positive viewpoint of the Vietnamese government to FDI is reflected in the 
attitudes of Vietnam’s prime ministers. A case in point is that Vo Van Kiet, who was 
Prime Minister of Vietnam during 1991–1997, and his deputy Phan Van Khai, who 
pursued economic reforms, emphasised the important role of FDI in achieving 
economic reforms. On 9 December 1992, Vo Van Kiet reported to the National 
Assembly of Vietnam that in 1991 GNP grew by about 6 per cent, industrial output by 
nearly 15 per cent, agriculture by 4.4 per cent, food production by 9 per cent, exports by 
19 per cent and FDI by 73 per cent. He indicated that an increasing inflow of FDI would 
promote economic growth, trade liberalisation, and the development of infrastructure 
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and manufacturing industries (Vo 1992). This positive attitude to FDI is strongly 
reflected in Prime Minister Kiet’s statement: 
All foreign businesses of various forms, including the 100 per cent foreign 
invested enterprises, are an integral part of the Vietnamese economy. That 
means Vietnam’s interest is closely attached to that of foreign investors. If you 
are successful, the Vietnamese economy will develop. Otherwise, when you face 
difficulties or loss, we will partly suffer (Pham 2004, p. 52). 
Additionally, Nguyen Tan Dung, the Prime Minister of Vietnam during 2006–2014, is 
in favour of a more open policy towards the rest of the world and believes in the 
important contributions of FDI to Vietnam’s economy. He signed Resolution No. 
13/NQ-CP, on 7 April 2009, which stated that FDI has added an important source of 
capital for development and increasingly contributes to the process of restructuring and 
economic growth in Vietnam. The proportion of FDI’s contribution to GDP has 
continuously increased over the years. For instance, the contribution of FDI to GDP 
increased from 15.99 per cent in 2005 to 17.02 per cent in 2006 and 17.66 per cent in 
2007. Foreign enterprises are important to the economy, accounting for 55.1 per cent of 
the total exports from Vietnam in 2008. In the three years from 2006 to 2008, FIEs 
created 370,000 jobs. Both central and local governments have undertaken positive and 
proactive actions such as reducing administrative procedures and creating favourable 
conditions for investors, so that Vietnam can remain an attractive location for foreign 
investors. At the World Economic Forum on East Asia in May 2014, Nguyen Tan Dung 
stated that Vietnam is promoting economic restructuring and developing the market 
economy, thereby creating favorable conditions for foreign investors doing business in 
Vietnam (http://www.dangcongsan.vn). 
The positive attitude of the Vietnamese government shows overseas investors that 
Vietnam continues to improve the investment environment. This is a signal for foreign 
investors that the Vietnamese government welcomes FDI, recognises the lawful rights 
of multinational corporations, and guarantees to protect them from the threat of 
nationalisation. As Jovancevic and Sevic (2006, p. 11) stated, ‘all in all, a government’s 
pro-active behaviour is usually rewarded with an increase in FDI inflows into the 
country’.  
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4.3.3  The Law on Foreign Investment  
Policies to attract FDI have become important in most nations. An OECD (2003) report 
states that government policies for attracting FDI have to provide overseas investors 
with an environment in which they might conduct their business profitably and without 
incurring unnecessary risk. In Vietnam, policy factors that strongly affect FDI inflows 
are based mainly on the Law on Foreign Investment. The first law on Foreign 
Investment issued in 1987 was amended in 1992, 1996, and 2000; on 29 November 
2005, the Vietnamese National Assembly replaced it with the Law on Investment (the 
LI 2005), which came into force on 1 July 2006. 
4.3.3.1  The 1987 Law on Foreign Investment  
Scholarly research has revealed that the influence of institutions on FDI location choice 
in developing countries has attracted special attentions, as the legal frameworks in these 
countries have been changed radically when the economies were restructured from 
planned to market economies. It has been suggested that a lower degree of state 
ownership will encourage FDI inflows, because foreign investors would naturally prefer 
to invest in a host country with a higher degree of market freedom (Zhang 2011). 
Privatisation and the open policies of host countries can create a greater opportunity for 
foreign investors—normally enterprises—to enter and exploit new markets.  
In order to promote the local private sector as well as the foreign sector to help develop 
the country’s economy, the Vietnamese government passed the first Law on Foreign 
Investment in December 1987 (the LFI 1987). It was enacted in January 1988 and has 
been considered one of the important steps towards the Doi Moi policy. The LFI 1987 
specified three forms of overseas investment entry in Vietnam: (1) business cooperation 
contracts, (2) joint ventures, and (3) fully foreign-owned ventures. Foreign investment 
in the oil exploration and communications sectors was strictly limited to business-
cooperation contracts. Joint ventures with domestic state-owned enterprises were 
specified as the mode of foreign entry in the sectors of forestry plantation, tourism, 
transport, airport terminals, port construction, cultural activities, and the production of 
explosives. Wholly foreign-owned ventures were allowed only under special 
considerations governing the policy priorities of domestic industrial development. The 
emphasis on joint ventures with domestic state-owned enterprises as the prime mode of 
foreign entry reflected the government’s decision to use FDI as a vehicle for industrial 
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transition, while ensuring continuing state dominance in the economy (Athukorala & 
Tran 2011). 
According to the LFI 1987, foreign investing companies were offered the incentives of 
a two-year corporate tax exemption, commencing from the first profit-making year, and 
a preferential corporate tax rate between 15 per cent to 25 per cent in priority sectors (as 
against the standard rate of 32 per cent). Additionally, foreign investors were permitted 
to repatriate profits after tax earnings, subject to a 10 per cent withholding tax; 
machinery imported as a capital contribution was exempted from import duty; and 
materials, parts, and inputs imported to produce goods for export were also exempted 
from import duty. Overseas remittances for the provision of technology services and 
repayment of principal and interest on loans were freely allowed.  
The LFI 1987 provided guarantees for overseas investors against nationalisation or 
expropriation, and for the transfer of income, profit, and capital out of Vietnam. Luu 
(1997, p. 89) states that the LFI 1987 contained ‘the government’s guidelines, the 
socialist orientations, with the purpose of strengthening national interests and meeting 
the need and interests of foreign investors’. Since the law came into full effect on 9 
January 1988, overseas investors have responded positively. By 1992, 559 FDI projects 
with USD5.1 billion were established in Vietnam. This law has been considered one of 
the most liberal in South-East Asia. At the time of its implementation, it was more 
comprehensive and liberal than the economic climate in China (Booth & Vo 1992; 
Gates & Truong 1994). After five years of being in effect, the LFI 1987 showed some 
limitations in terms of attracting foreign investors’ operations in Vietnam (see Table 
4.6); it was in need of amendments. 
 
 
 
 
 
 
 
 
 108 
Table 4.6  Main Strengths and Weaknesses of the LFI 1987 
Strengths Weaknesses 
- Bringing business opportunities in Vietnam to foreign 
investors. 
- Helping foreign investors to seek investment projects 
suggested by the Vietnamese partners, in accordance 
with their capabilities and meeting the investors’ 
interests. 
- Expanding scientific and economic cooperation 
between Vietnam and foreign nations and promoting 
exports. 
- Developing Vietnam’s national economy on the basis 
of effectively exploiting natural resources and labour. 
- The LFI 1987 did not have the function of 
regulating investment by Vietnamese 
citizens abroad. 
- The LFI 1987 did not have the function of 
regulating domestic investment activities 
by Vietnamese citizens in their own nation. 
- The LFI 1987 restricted the forms of 
investment.  
- The LFI 1987 limited the duration of 
projects to a maximum of 20 years.  
(Sources: Tran 1997; researcher’s compilation) 
The LFI 1987 in Vietnam was amended several times. These amendments aimed to 
eliminate obstacles to foreign investors’ operational decisions in Vietnam and to 
improve the investment environment (Magennis 2006). For example, the LFI 1987 
limited the forms of investment, mainly allowing joint ventures with domestic state 
enterprises. The duration of FDI projects in Vietnam was limited to 20 years, while 
Malaysia allowed a duration of 80 years and Singapore 99 years. Thus, foreign investors 
could not invest in large projects in Vietnam which required a long time span and high 
technology for them to be profitable. In such cases, Vietnam therefore lost some 
potential FDI projects. Additionally, the LFI 1987 allowed foreign companies to have a 
bank account only at the Foreign Trade Bank of Vietnam; hence, foreign companies 
faced some difficulties in terms of trading and lending with their partners and with 
foreign banks. Moreover, the onerous administrative procedures and the multiplicity of 
government agencies involved in appraising and managing FDI projects in Vietnam led 
to many difficulties for foreign investors because of the delays in implementation 
(Okada 1996).  
Hence, with the aims of expanding Vietnam’s economic ties with other nations, 
promoting the national economy and exports, developing manufacturing industries and 
infrastructure, as well as creating favourable conditions for foreign investment, the 
National Assembly of Vietnam revised the Law on Foreign Investment on 23 December 
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1992 (the LFI 1992). Besides the three modes of overseas investor participation 
specified in the LFI 1987, the LFI 1992 added one more form of investment, the ‘build-
operate-transfer contract’ (BOT) (Article 2).  
The purpose of adding various forms of financing FDI projects was to promote 
infrastructure development in Vietnam. Projects to be carried out under BOT were 
infrastructure projects such as building bridges, roads, airports, and power plants. The 
duration of foreign participation in approved projects was extended from 20 to 50 years 
and to 70 years in special cases. The term ‘export-processing zone’ (EPZ) was 
introduced in the LFI 1992. The LFI 1992 specified that EPZ ‘is the industry specialised 
in the production of export goods, perform services for export production and export 
activities, including one or more enterprises with geographic boundaries regulations’ 
(Article 1). Enterprises in EPZs were entitled to import and export tax exemptions on 
goods exported from the processing zones and on goods imported into the processing 
zones. According to Madani (1999), the establishment of export-processing zones in 
nations with a stable economic environment and commitment to trade liberalisation can 
attract export-intensive FDI. EPZs are often considered fenced-in industrial estates 
offering free-trade conditions and a liberal regulatory framework for exporting 
enterprises. EPZs are a form of export platform, with other facilities for exporters 
including tax incentives, duty drawback and exemption provisions, bonded warehouses, 
and duty compensation (Radelet 1999). 
Recognising that most of the FDI flows to Vietnam in the first half of the 1990s 
concentrated on urban areas and contributed few benefits to rural and remote areas, on 
12 November 1996 the National Assembly of Vietnam revised the Law on Foreign 
Investment (the LFI 1996) to promote a more favourable environment to attract FDI 
inflows into provinces with difficult conditions. The revision also broadened the rights 
for both foreign investors and local government authorities (VIR 1997). The LFI 1996 
reduced administrative procedures for registration and gave the relevant provincial 
People’s Committee some autonomy in issuing investment licences for foreign 
investment projects up to specified sizes. Additionally, the tax holiday for investment in 
priority sectors was extended to eight years. A three-tier withholding tax of 5 per cent, 7 
per cent and 10 per cent, based on the priority status of the investment replaced the 
original flat rate of 10 per cent (Athukorala & Tran 2011). 
Moreover, the LFI 1996 permitted local private enterprises to enter into joint ventures 
with foreign investors, introduced the Industrial Zone (IZ) (see Section 5.2.3), and 
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added two more forms of investment, namely the ‘build-transfer-operate contract’ 
(BTO) and the ‘build and transfer contract’ (BT) (Article 2). Although the LFI 1996 
aimed to promote a more favourable environment to attract FDI inflows into remote 
areas, to encourage investment in the manufacturing sector, and to promote economic 
growth in Vietnam, the Asian financial crisis in 1997 caused a decline of economic 
growth and FDI inflows in Vietnam. To deal with this problem, the Vietnamese 
government tried to improve the business environment for foreign investors by passing 
another amendment to the Law on Foreign Investment on 9 June 2000 (the LFI 2000) 
(Nguyen 2000).  
The LFI 2000 allowed overseas investors to use their land-use rights as collateral for 
borrowing from branches of overseas banks in Vietnam and to purchase foreign 
currency to make payments on current transactions (Article 35). The LFI 2000 reduced 
the fee on profit remittance. Article 43 of the LFI 2000 stated that when transferring 
profit abroad, overseas investors would pay a tax of 3 per cent, 5 per cent, or 7 per cent 
of the profits transferred abroad, depending on the level of capital contribution of such 
foreign investment to the legal capital of the firm with foreign-owned capital or the 
capital for the implementation of a business cooperation contract. This tax was lower 
than the rates of 5 per cent, 7 per cent or 10 per cent under the LFI 1996.  
In addition to the forgoing amendments to the LFI 1987, the Vietnamese government 
issued several legal documents with the aim of improving the procedures relating to 
planning, approving, and implementing FDI (see Appendix 4.2). Over the years, the 
Vietnamese government has tried to change the targeted sources of FDI and sectors, as 
well as widening the forms of FDI to promote FDI inflows. The priority list was revised 
to include projects that are export-oriented, labour-intensive, or that contribute to 
infrastructure development. These efforts suggest that the Vietnamese government was 
committed to its open-door policy. Foreign investors were now treated more equally, no 
priority was given on the grounds of a project’s home country, and FDI was included in 
the economic plans of the country such as developing infrastructure, promoting exports 
based on its competitiveness in labour-intensive and agro-based products, and 
increasing the local content of products (Le 2004).  
After the implementation of the Law on Foreign Investment in 2000, foreign investors 
still faced many problems in doing business in Vietnam. The Party and the government 
recognised such problems, and thus Resolution No. 07-NQ/TW of the Politburo issued 
on 27 November 2001 stated that the ongoing problems in promoting and attracting FDI 
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were an incomplete, unclear, and inconsistent legal framework, poor infrastructure, and 
weak human resources. Thus, in order to attract more FDI inflows to facilitate 
Vietnam’s continued economic development, further policy and legal reforms were 
required. 
4.3.3.2  The 2005 Law on Investment 
To improve the investment and business environment, and to create unity in the legal 
system on investment and a level playing field for domestic and foreign investors, as 
well as favourable conditions to attract more capital resources, on 29 November 2005, 
the National Assembly enacted the Law on Investment with full effect from 1 July 
2006. The Law on Investment of 2005 (LI 2005) replaced the Law on Foreign 
Investment of 2000 and the Law on Promotion of Domestic Investment of 1998. All 
regulations related to FIE establishment and operation were separated from the 
Investment Law and these firms would be governed by the new Law on Enterprises as 
‘other firm types’ (Magennis 2006; Tran 2009).  
The essential elements of the LI 2005, which was still in effect in 2014, are treating 
foreign and domestic investors more equally and providing investors with freedom in 
the choice of business-entry modes. This law also reduces the amount of paperwork 
involved in FDI approval and monitoring, and contains a more flexible dispute-
resolution procedure under which overseas investors have the freedom to choose 
between a domestic and an international arbitration body in the event of an investment 
dispute (Athukorala & Tran 2011).  
There is a significant change from the regime that applied under the former Law on 
Foreign Investment, which allowed only three forms of foreign investment: corporations 
with 100 per cent foreign-invested capital, joint ventures, and business cooperation 
contracts. The LI 2005 widens the permissible forms of investment to: (1) 100 per cent 
foreign- or domestic-owned private companies; (2) joint ventures between domestic and 
foreign investors; (3) mergers and acquisitions (M&As); (4) business cooperation 
contracts, and build-operate-transfer and other contractual forms of investment; and (5) 
purchase of shares or capital contributions to participate in the management of a 
company.  
The LI 2005 regulates three types of sectors: prohibited sectors, in which investment is 
prohibited for domestic and foreign investors; conditional sectors, in which investment 
is conditional for domestic and foreign investors; and conditional sectors for foreign 
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investors only. Table 4.7 provides the list of sectors classified as prohibited, conditional 
for all investors, and conditional for foreign investors only. Sectors that are not listed in 
the prohibited or conditional lists are considered by default as being ‘non-conditional’. 
Table 4.7  Sectoral Classifications under the 2005 Law on Investment 
Prohibited sectors for 
all investors 
Conditional sectors for 
all investors 
Conditional sectors for foreign investors 
only 
1) Projects detrimental to 
historical and cultural 
traditions and ethics 
2) Projects for the 
treatment of 
imported toxic wastes 
3) Projects detrimental to 
people’s health or that 
destroy natural resources 
and the environment 
4) Projects detrimental to 
national defence, 
security, and the public 
interest 
5) Other projects banned 
by laws 
 
1) Sectors having an 
impact on public health 
 2) Entertainment services 
3) Sectors having an 
impact on national 
defence, security, and 
social order 
4) Banking and finance 
5) Education and training 
6) Real estate 
7) Mining and exploitation 
of natural resources 
8) Culture, information, 
press and publishing  
9) Other sectors in 
accordance with the law 
1) Mining and processing of minerals 
2) Hospitals and clinics 
3) Radio and television broadcasting 
4) Construction and operation of ports and 
airports 
 5) Production, publishing and distribution 
of cultural products 
6) Telecommunications and Internet services 
7) Public postal networks, postal and 
delivery services 
8) Production of tobacco 
9) Transport of passengers and goods  
10) Fishing 
11) Real estate 
12)Education and training 
13) Export, import, and distribution 
14) Other sectors as per international treaties 
(Sources: LI 2005; UNCTAD 2008) 
Under the new law, FDI projects with an invested capital of below 300 billion 
Vietnamese dong (about USD15 million) which are not included in the list of sectors of 
investment subject to conditions require only business registration, without the 
requirement for investment approval. FDI projects with an invested capital of 300 
billion Vietnamese dong (about USD15 million) or more which are not included in the 
list of sectors of investment subject to conditions can be approved by the provincial 
People’s Committee (PC), or the management board of an industrial zone or an export-
processing zone (MC). Only FDI projects with an invested capital of more than 300 
billion Vietnamese dong (about USD15 million) and projects on the list of sectors of 
investment subject to conditions have to be approved by the central government. 
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Generally, overseas investors undergo special certification procedures in one of five 
types of projects (see Table 4.8). 
Table 4.8  Procedures Required for Types of Projects under the LI 2005 
Type 1 projects 
Projects <300 billion 
dong and non-
conditional sector 
Require a somewhat simplified registration procedure instead of a full 
evaluation of project. 
People’s Committee or Management Committee may issue the certificate 
autonomously. 
Type 2 projects 
Projects >300 billion 
dong and non-
conditional sector  
Full evaluation is required. 
Conformity with Master Plans is assessed. 
People’s Committee or Management Committee may issue the certificate 
autonomously. 
Type 3 projects 
Projects <300 billion 
dong and conditional 
sector  
 
Full evaluation is required. 
People’s Committee or Management Committee coordinates inputs and 
comments from line Ministries. 
People’s Committee or Management Committee issues the investment 
certificate.        
Type 4 projects 
Projects >300 billion 
dong and conditional 
sector 
 
Full evaluation is required. 
Conformity with Master Plans is assessed. 
People’s Committee or Management Committee coordinates inputs and 
comments from line ministries. 
People’s Committee or Management Committee issues the investment 
certificate. 
Type 5 projects 
- Projects in eight 
sectors, irrespective of 
ownership or size1 
- Projects in three 
sectors, irrespective of 
ownership and >1500 
billion dong2 
- FDI projects in four 
sectors, irrespective of 
size3 
Full evaluation is required. 
Conformity with Master Plans is assessed. 
People’s Committee or Management Committee coordinates inputs and 
comments from line ministries. 
Decision to grant the certificate is taken by the Prime Minister. 
People’s Committee or Management Committee issues the investment 
certificate. 
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1
 Construction and commercial operation of airports and air transport; construction and commercial 
operation of national sea ports; exploration, production, and processing of petroleum, and exploration 
and mining of minerals; radio and television broadcasting; commercial operation of casinos; 
production of cigarettes; establishment of university training establishments; establishment of 
industrial zones, export-processing zones, and high-tech zones. 
2 Commercial operation of electricity; processing of minerals and metallurgy; construction of railway, 
road, and internal waterway infrastructure; production and business of alcohol. 
3
 Commercial operation of sea transport; establishment of networks for and supply of postal services, 
telecommunications, and Internet services, and establishment of wave broadcasting and transmission 
networks; printing and distributing newspapers, and publishing; establishment of independent scientific 
research establishments. 
(Sources: the LI 2005; UNCTD 2008) 
The procedures for obtaining investment certification vary according to three criteria: 
(1) the size of the investment; (2) the sector of investment (conditional or non-
conditional); and (3) the nationality of the investor (domestic or foreign). The procedure 
for obtaining an investment certificate is complex and might involve several 
governmental agencies at different levels. It is crucial to note that according to the LI 
2005, the authority to issue investment certificates has been decentralised to the 
provincial level. Investment certificates are issued by either the provincial People’s 
Committee or the management board of an industrial zone or an export-processing zone 
if the investment is located in a zone. Diagram 4.2 shows the procedures required for 
investment certification of the five types of projects.  
The LI 2005 creates favourable business conditions to attract more FDI, treats foreign 
and domestic investors more equally, and reduces the amount of paperwork involved in 
FDI approval and monitoring. However, procedures required for investment 
certification presented in Table 4.8 and Diagram 4.1 indicate that it is an overly 
complex system for licensing bodies to follow. The legal procedures for foreign 
investors to obtain investment certification are too complicated and expensive, as well 
as being the cause of much time wasting, which in turn may prevent effective 
investment for foreign investors and reduce the potential benefits to the state. Another 
complication that arose for governmental agencies during the process of issuing 
investment certificates is that the certification process is too fragmented and complex, 
and which might result in the loss of some potential projects, and which gives a 
negative outlook on the future of Vietnam’s investment environment (see Section 
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5.2.5). Thus, there is a clear need for the new amendment to the LI 2005, which seeks to 
simplify procedures for investment certification. 
In sum, research on the development of the Law on Foreign Investment in Vietnam has 
shown that from 1987 onwards, this law has been amended many times to create a 
favourable business environment and a basic legal framework for foreign investment. 
The amendments have concentrated on improving registration procedures for FDI, 
widening the permissible forms of FDI entry, increasing FDI project duration, 
improving tax incentives, developing technology and infrastructure, balancing FDI 
inflows among provinces and sectors, and competing in attracting FDI inflows with 
other nations in the region as well as with nations throughout the world. 
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Diagram 4.1  Procedures for Investment Certification 
 
(Sources: the LI 2005; UNCTAD 2008) 
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4.3.4  Other policies for attracting FDI inflows to Vietnam 
In order to attract FDI, in addition to improving the LFI, the Vietnamese government 
developed several policies such as tax-incentive policies, open-trade policies, exchange 
rate policies, and labour policies.  
4.3.4.1  Tax-incentive policies 
Tax incentives include low profit taxes, tax exemption, and tax deductions. Included in 
the amendments to the LFI at different times, tax incentives offered to foreign 
enterprises have been changed. However, generally, the Vietnamese government has 
given tax incentives to FDI projects with technology transfer, high export output, and 
labour-intensive industries, and to projects in areas with difficult socio-economic 
conditions.  
Vietnam provides tax incentives to attract FDI flows into export-oriented industries. 
The FIEs that export over 50 per cent of their output qualify for a reduced profit tax rate 
of 20 per cent, tax exemption for one year, and a tax deduction of 50 per cent for two 
years after the project starts making a profit. Other FIEs that export over 80 per cent of 
their output qualify for a reduced profit tax rate of 15 per cent, tax exemption for two 
years and a tax deduction of 50 per cent for three years after the projects starts making a 
profit. The FIEs that export less than 50% of output receive a reduced profit tax rate of 
15 per cent and tax exemption for two years. FIEs that export between 50 per cent and 
80 per cent of output receive similar incentives plus an additional two years of  a 50 per 
cent tax deduction after the project starts making a profit. FIEs that export over 80 per 
cent of their output obtain a profit tax of 10 per cent, two years tax exemption, and two 
years of a 50 per cent tax deduction after the project starts making a profit (Pham 2004).  
Recently, investment incentives have been based on two criteria. First, incentives are 
classified as either incentive sectors or special incentives sectors. Incentive sectors 
comprise 53 defined sectors including such businesses as the production of bottled and 
canned fruit juices, private hospitals, and the production of electronic appliances. 
Incentive sectors encompass all labour-intensive industries such as projects employing 
between 500 and 5000 workers and all projects established in industrial parks. Special 
incentives sectors comprise 26 defined sectors, including afforestation and the 
production of computers and ITC equipment, and they encompass all projects 
employing more than 5000 workers. Second, investment incentives offer projects in 
difficult socio-economic areas. Difficult socio-economic areas are the districts and 
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towns in 54 of Vietnam’s 63 provinces and all industrial parks, listed in the Appendix 
attached to Decree No. 124/2008/ND-CP.  
The investment incentives are threefold: (1) a full exemption on corporate income tax 
for the first two to four years of operation; (2) a 50 per cent reduction on the corporate 
income tax rate for the subsequent two to nine years; and (3) a reduction in the baseline 
corporate income tax rate from 25 per cent to 20 per cent or 10 per cent for a duration of 
10 or 15 years, respectively. 
Considering FDI as an important source of new and advanced technology, Vietnam has 
given tax incentives to projects that include technology transfer. According to Decree 
No. 124/2008/ND-CP issued on 11 December 2008, new projects that invest in high 
technology and scientific research and technological development can obtain a 
preferential tax rate of 10 per cent for a period of 15 years, a four-year profit tax 
exemption, and 50 per cent of the tax payable in the next nine years. Similarly, projects 
that invest in the areas of particularly difficult socio-economic conditions and projects 
that invest in the development of water plants, power plants, water supply, and drainage 
systems; bridges, roads, and railways; sea ports and river ports; airports and railway 
stations all enjoy the same level of the tax incentives listed above (Article 15). Projects 
that invest in labour-intensive industries, that is, projects employing more than 5000 
people, gain a preferential tax rate of 10 per cent for a period of 15 years, a four-year 
profit tax exemption, and 50 per cent of the tax payable over the next nine years. 
According to Pham (2004), tax incentives are a crucial way for Vietnam to promote 
FIEs’ exports as well as attracting more FDI flows into export-oriented industries in the 
future. The tax incentives provided by the Vietnamese government are not less 
favourable than those of other nations in the region, and hence Vietnam can attract more 
FDI flows to export-oriented industries. 
4.3.4.2  Open trade policies  
In order to promote trade expansion and attract FDI inflows, Vietnam has undertaken a 
proactive open-door policy and international economic integration. Vietnam has signed 
bilateral trade agreements (BTAs) with more than 90 of the 200 or so nations and 
territories with which it has trade relations (see Appendix 4.3). In 1995, Vietnam joined 
the Association of South-East Asian Nations (ASEAN) and signed the Framework 
Agreement on cooperation with the European Union. Vietnam signed a BTA with the 
United States in 2000, which came into effect in 2001. Vietnam is also implementing 
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reforms to integrate into the ASEAN Free Trade Area (AFTA), with detailed plans for 
reducing tariff rates and removing other non-tariff barriers. Vietnam became a member 
of the WTO in 2007, as well as being a signatory to various FTAs under the ASEAN 
umbrella, including those with China, Korea, Japan, Australia, New Zealand, and India 
(see Table 4.9).  
Among BTAs that Vietnam has signed with more than 90 partners, the most recent 
investment-related agreements are those with Iceland, Japan, Korea, Spain, the United 
States, and the United Kingdom. One considerable agreement that indicates the 
achievement of Vietnam in international integration is the BTA between Vietnam and 
the United States. This BTA contains a pivotal section—Chapter IV ‘Development of 
Investment Relations’. The main provisions of this chapter provide a good measure for 
the high standards of investment liberalisation and protection commitments that 
Vietnam is able to undertake (OECD 2009). Along with these policy directions that 
have accelerated its progress, economic development in Vietnam has been mainly 
driven by the expansion of trade and investment, including FDI (UNIDO & MPI 2012). 
FDI flows to Vietnam increased sharply when the United States–Vietnam BTA was 
signed in 2001 and then again when Vietnam became a formal member of the WTO 
(see Table 5.9). 
According to TeVelde (2001), many international agreements relating to FDI aim to 
curb competition for FDI, as well as providing multinational corporations with more 
protection, and many nations are involved in international economic and political 
agreements and schemes such as bilateral trade agreements and regional trade 
agreements. These can often be used to lock in economic reforms, which may attract 
additional multinational corporations. BTAs do tend to be correlated with more 
investment flows (Blonigen & Davies 2000) and BTA has been considered a useful tool 
in generating and creating a welcoming environment for corporations seeking to invest 
in overseas nations (Hamilton & Rochwerger 2005).  
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Table 4.9  Selected Agreements on Trade and Investment of Vietnam and its Partners 
Selected Agreements Partners Year Signed 
ASEAN Free Trade Area (AFTA) ASEAN 1993 
The United States–Vietnam BTA United States 2001 
ASEAN–China Comprehensive Economic Cooperation 
Agreement 
ASEAN and China 2005 
ASEAN–Korea Comprehensive Economic Cooperation 
Agreement 
ASEAN and Korea 2007 
Joining the WTO WTO 2007 
Agreement on Trade Related Intellectual Property Rights 
(TRIPs) 
WTO 2007 
Agreement on Trade Related Investment Measures (TRIMs) WTO 2007 
ASEAN–EU Free Trade Agreement ASEAN and EU 2007 
ASEAN–Japan Comprehensive Economic Partnership ASEAN and Japan 2008 
Agreement between Japan and Vietnam for an Economic 
Partnership 
Japan 2009 
ASEAN–India Comprehensive Economic Cooperation 
Agreement 
ASEAN and India 2010 
ASEAN–Australia and New Zealand Free Trade Agreement ASEAN, Australia, 
and New Zealand 
2010 
Chile–Vietnam Free Trade Agreement Chile 2012 
(Source: http://aric.adb.org) 
When Vietnam signs BTAs and FTAs with other nations and territories with which it 
has trade relations, tariffs are reduced, intellectual property rights are increasingly 
protected, and quantitative restrictions are gradually being abolished. A case in point is 
that Vietnam is a party to the ASEAN Investment Area which coordinates efforts in FDI 
promotion and facilitation, allowing free flows of FDI among member countries in all 
industrial sectors, and providing full national treatment. In turn, this can promote trade 
expansion and attract FDI inflows to Vietnam from other ASEAN countries. Further, 
the United States–Vietnam BTA provides protection to US investors in addition to 
liberalising FDI entry for US investors. Since the United States–Vietnam BTA came 
into effect on 10 December 2001, increased trade between the United States and 
Vietnam, combined with large-scale US investment in Vietnam is evidence the 
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maturing US–Vietnam economic relationship. In 2006, US companies exported USD1.1 
billion of goods to Vietnam and imported USD8.6 billion of goods from Vietnam. 
Similarly, US enterprises continue to invest directly in the Vietnamese economy. 
During 2006, the US private sector committed USD444 million to Vietnam (VCR 
2008).  
Obtaining WTO membership has encouraged Vietnam to implement further economic 
reforms as well as undertaking the legal and policy restructuring required to fulfil its 
WTO obligations. In other words, the WTO commitments have forced Vietnam to 
undertake a comprehensive reform not only in improving the Law on Investment but 
also the overall investment environment, including government policies on investment, 
ownership, international trade and property rights, government institutions, and the 
development of private firms. Consequently, there has been a significant improvement 
in Vietnam’s business environment for foreign and domestic enterprises. As part of its 
qualification for WTO membership in 2007, Vietnam ratified the Agreement on Trade-
Related-Investment Measures (TRIMs). In order to comply with the TRIMs’ 
requirements, the Law on Investment specifies that Vietnam will not impose any of the 
following requirements on foreign investors: export limitations or export requirements, 
priority purchase of domestic goods or services, localisation ratios, foreign exchange 
balancing, obligation to supply goods or services in a particular location, and a 
minimum level of R&D (UNCTAD 2008). Laws related to intellectual property rights 
have to be in accordance with the WTO agreement on the protection of intellectual 
property rights. These laws provide multinational corporations with more protection so 
it is expected that Vietnam can attract more FDI inflows. 
4.3.4.3  Exchange rate policies 
As expressed in the Dunning (1973; 1981) FDI theory, macroeconomic stability, 
signified by stable exchange rates is a vital determinant in attracting FDI inflows. It is 
argued by Nguyen (2012) that an appropriate exchange rate helps to attract inward FDI. 
Takagi and Shi (2011) argue that a depreciation of host country currency might increase 
FDI inflows, because the relative wealth of overseas investors can rise and the costs of 
inputs fall in terms of source-country currency, allowing them to finance more of the 
investment internally. If a foreign investor is competing with local investors in the 
acquisition of a local company, with the appreciation of the source-country currency, 
the foreign investor is more likely to raise the reservation price and to outbid their host 
country competitors. 
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In order to attract FDI, the exchange rate should be flexible and accurate to reflect the 
supply and demand relationship within foreign currency markets. The exchange rate 
must be formed in accordance with the market mechanism, reflecting close economic 
ties between domestic and international exchanges and improving the basic balance of 
international trade and payments. Since Vietnam adopted the Doi Moi policy in 1986, 
the Vietnamese government has tried to manage exchange rate uncertainty to create 
stability for the business environment to attract FDI to meet the goal of the Doi Moi 
policy.  
Before the Doi Moi period, Vietnam had triple-digit inflation at 774 per cent per annum, 
multiple exchange rates, and a rapidly depreciating currency (Tran 1997). However, 
since the early 1990s, Vietnam has overcome these problems by containing inflation 
and stabilising its currency (Vo et al. 2000). This achievement was partly due to the 
exchange rate regime shifting from a system of multiple exchange rates to a single rate 
in 1989. The State Bank of Vietnam (SBV) kept the Vietnamese dong (VND) exchange 
rate with the US dollar (USD) at around 11,000 from 1991 to 1998 (UNSD 2012). A 
depreciation of the Vietnamese dong in 1997–1998 was about 20 per cent.  
In an attempt to improve the exchange rate arrangements, on 25 February 1999, the 
SBV introduced a new exchange rate mechanism—a type of crawling-peg exchange 
rate system, which the IMF classifies as a de facto managed floating regime (managed 
floating with no pre-announced path for the exchange rate) (Camen 2006; Vo et al. 
2000). The central rate was set daily at the average of interbank exchange rates on the 
previous transaction day with a very narrow band of ±0.1 per cent. With this 
mechanism, the VND depreciated very slowly to around 15,943 at the end of 2003 
(VCR 2008).  
In 2004, the SBV announced that the depreciation of VND would be limited to 1 per 
cent, and the VND actually depreciated by close to 1 per cent that year. Vietnam has 
accepted the obligations under IMF Article VIII, with effect from 18 October 2005, 
whereby Vietnamese authorities accept that they will not impose restrictions on the 
making of payments and transfers for current international transactions, and will not 
engage in any discriminatory currency arrangements or multiple-currency practices, 
except with IMF approval (Camen 2006). Capital controls continue to be in force in 
Vietnam, and the only sizeable inflows apart from official transfers are FDIs and 
remittances from Vietnamese Viet Kieu living abroad (Camen 2006).  
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From 2004 to 2007, the SBV kept the VND:USD exchange rate at around 15,746 to 
16,105 (UNSD 2008). Decree No. 160/2006/ND-CP issued on 28 December 2006 
stated that the exchange rate of the Vietnamese dong would be formed on the basis of 
the supply and demand of foreign currency in the market as regulated by the state. The 
State Bank of Vietnam would regulate exchange rates through the use of monetary 
policy tools and the plan for trading on the foreign exchange market (Article 39).  
In December 2007, the SBV expanded the trading band for US dollar and Vietnamese 
dong exchange transactions to 0.75 per cent (from the previous 0.5 per cent) and 
allowed commercial banks to determine the differential between currency selling and 
buying prices. This decision has given more autonomy and flexibility to commercial 
banks in providing foreign-exchange services and has made it easier for foreign 
investors to secure hard currency (VCR 2008). The current exchange rate mechanism of 
Vietnam is based on an averaging of the previous day’s interbank exchange rates (see 
Section 5.3.2). It has been argued that recently Vietnam has succeeded in improving the 
efficiency of the exchange rate regime in a way that contributes to significant and 
consistent exports and inward FDI growth (Nguyen & Nguyen 2009).  
4.3.4.4  Labour policies 
The availability of a semi-skilled and skilled labour force at a reasonable cost is what 
foreign investors are looking for when investing abroad (Milner & Pentecost 1996). In 
other words, the available labour force in the host country plays an important role in 
successful FDI attraction. In spite of the presence of the available labour force in the 
host country, government regulations might make the use of this resource difficult. 
Labour regulations are significant factors influencing FDI activities. It is suggested that 
greater flexibility in the host country’s labour market is associated with larger FDI 
inflows (Pajunen 2008).  
In Vietnam, in line with regulating aspects relating to FDI such as investment areas, 
foreign investment partners, foreign investment forms, investment protection, tax and 
financial regulations, and investment-licensing procedures, the first Law on Foreign 
Investment in 1987 provided regulations on appointing and employing local managers 
and workers in FIEs. For example, Article 12 of this law stated that the general director 
or the first deputy general director must be a citizen of Vietnam, and Article 16 
regulated that: (1) citizens of Vietnam are preferred for employment in FIEs; (2) for 
jobs requiring high technical skills that Vietnam cannot meet, FIEs can employ 
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foreigners; and (3) the rights and obligations of Vietnamese employees working in FIEs 
must be guaranteed by labour contracts. 
To provide a reasonably well-balanced regulatory framework to protect workers’ 
interests and to promote employment creation, on 23 June 1994 the Vietnamese 
government passed the Labour Code, which applied to all workers, regardless of whether 
they were employed in SOEs or domestic or foreign enterprises. The Labour Code of 
Vietnam went through several amendments, thereby enhancing the flexibility of the 
labour market, promoting production, and improving people’s lives. On 18 June 2012, 
the 2012 Labour Code was passed by the National Assembly to replace the 1994 Labour 
Code and the laws with amendments and supplements to the 1994 Labour Code issued 
in 2002, 2006, and 2007. The 2012 Labour Code states that the employer has the 
following obligations: 
a) ensure the workplace meets the requirements of space, ventilation, dust, 
steam, toxic gas, radiation, electromagnetic fields, heat, humidity, noise, 
vibration, and other harmful elements specified in the relevant technical 
regulations and those factors must be tested and measured periodically; 
b) ensure that the conditions on labour safety and hygiene for machinery, 
equipment, and workshops reach the national technical regulations on labour 
safety and hygiene or standards on labour safety and hygiene at the workplace 
that have been published and applied; 
c) testing and assessing dangerous and harmful factors at the workplace of the 
facility to set out the exclusion measures to minimise hazards and harm, and to 
improve the working conditions and health care for their employees; 
d) periodically testing and maintaining the machinery, equipment, workshops 
and warehouses (Article 138).  
Further, the employment of foreigners under the 2012 Labour Code is regulated so that: 
(1) expatriates are recruited only if employers demonstrate that they cannot find suitably 
qualified Vietnamese; (2) expatriates can only be recruited for managerial or ‘expert’ 
positions, mostly related to higher education and training; and (3) employers have to 
train Vietnamese workers to replace expatriates. This provision has led to a greater 
flexibility in Vietnam’s labour market and a more favourable investment environment 
for foreign investors. It has protected Vietnamese employees by offering them the 
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priority to be employed in FIEs. However, this might lead to some difficulty for FIEs in 
terms of utilising their ownership-specific advantages (see Section 5.3.3), which in turn 
may discourage FDI inflows. 
Additionally, the Vietnamese government has issued several regulations to protect the 
rights of local workers such as the right to strike and the rights of female workers 
(NPPH 1999). The government has determined a minimum wage as the basis for 
labour-contract negotiations. For example, Decree No. 70/2011/ND-CP issued on 22 
August 2011 stipulates that the region-based minimum wage levels shall be applied as 
follows: VND2,000,000 per month, VND1,780,000 per month, VND1,550,000 per 
month, and VND1,400,000 per month, applied to enterprises operating in localities of 
regions I, II, III, and IV, respectively. 
4.4  CONCLUSION 
This chapter provides a critical review of the development of FDI policies in Vietnam, 
which have regulated the operations of foreign corporations. It presents the features of 
FDI policies under French rule up to 1954, in the period 1955–1975, and from after the 
country’s reunification in 1976 to 1985, the year preceding the Doi Moi policy. During 
these periods, Vietnam lacked economic policies, especially appropriate policies on 
FDI, due to the prevailing social, political, and economic problems of the time, so it 
could not attract FDI inflows in order to develop the country’s economy.  
The chapter reviews the development of FDI policies under the 1986 Doi Moi policy in 
Vietnam from a number of perspectives. First, it explores the purposes of attracting FDI 
to Vietnam. Second, it describes the policy approach of Vietnam to FDI, influenced by 
the viewpoint of the Communist Party of Vietnam on FDI and the attitude of the 
Vietnamese government to FDI. Third, it examines the Law on Foreign Investment. 
Finally, it describes other policy factors: tax-incentive policies, open-trade policies, 
exchange rate policies, and labour policies.  
This review of the development of FDI policies in Vietnam shows that Vietnam has 
gradually increased the rights of overseas investors to make the investment environment 
more favourable and to narrow the policy gap between foreign and domestic investors. 
These changes demonstrate the Vietnamese government’s intention to create a 
favourable investment environment in accordance with Vietnam’s economic integration 
process (Nguyen et al. 2005), which in turn facilitates the development of FDI inflows 
as well as the country’s economic development. 
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CHAPTER 5: 
AN ANALYSIS OF VIETNAM FDI POLICY FRAMEWORK 
 
5.1  INTRODUCTION 
FDI can contribute to the economic well-being of host nations and the advancement of 
their competiveness (Dunning 1998; 2001; Moosa 2002). Robock et al. (1977, p. 277) 
argue that FDI brings skills, technology, and employment to host countries, providing 
these host destinations with access to overseas markets, and it also helps to ‘mobilise 
local resources that would otherwise not be mobilised—or at least, release foreign 
exchange available to a country to do the same thing’. While most countries attempt to 
attract FDI inflows, the important question is how a host country can compete 
effectively with other countries. 
According to Dunning (1980, 1993, 2001), FDI location advantages are factors that are 
present in the geographic area chosen by multinationals for FDI. In other words, FDI 
location advantages are factors linked to the geographical and political space, including 
quality and price of inputs, quality of transportation and communication, government 
policies, and legal and commercial infrastructure. The location advantages of a country 
have significantly affected an enterprise’s choice of location. Those factors have been 
argued by scholars to be vital external dimensions in business success for multinationals 
in the host country. Government policies would often be the critical factors in attracting 
FDI inflows. A host country’s policies can directly or indirectly affect the volume as 
well as the types of FDI inflows. Thus, to attract FDI in the competitive global 
economy, most nations have continually reviewed and reformed their FDI policies with 
a view to promoting FDI inflows. As claimed by Brewer (1993), FDI policies are 
different between governments in developed and developing nations, but such policies 
tend to have some similar features that can increase or decrease the level of FDI 
inflows. 
In response to the Doi Moi policy and the LFIs, flows of FDI to Vietnam increased from 
almost nil in the late 1980s to total planned FDI of USD246.3 billion and implemented 
FDI of USD100.2 billion, with the total balance of 15,904 FDI projects by 2012 (GSO 
2013). The general picture of the progress of FDI projects and FDI flows to Vietnam in 
the period 1988–2012 is presented in Table 5.1. Due to the fundamental reforms of FDI-
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related policy in late 2005, and with Vietnam joining the WTO in 2007, implemented 
FDI flows to Vietnam experienced a sudden increase of USD65.7 billion with 8625 
projects in the sub-period 2006–2012. 
Table 5.1  Inward FDI Related to the Amendments of  
the Law on Foreign Investment over the Last Two Decades 
LFI Amendments Sub-period Project 
numbers 
  Planned FDI 
(Million USD) 
Implemented FDI 
(Million USD) 
The LFI 1987 1988–1992 559 4965.5 1003.4 
The LFI 1992 1993–1996 1433 24,652.4 9088.3 
The LFI 1996 1997–2000 1352 15,874.3 10,576.5 
The LFI 2000 2001–2005 3935 20,806.1 13,842.5 
The LFI 2005 2006–2012 8625 180,041.1 65,682.2 
Total 1988-2012 15,904 2,463,339.4 100,192.9 
(Source: GSO 2013) 
Note: Data on implemented FDI in 1988, 1989, and 1990 are unavailable. 
The main objective of this chapter is to analyse and assess critically the policies used to 
attract FDI to Vietnam under the Doi Moi policy. This chapter investigates key changes 
in the Law on Foreign Investment and the reasons for the amendments and supplements 
to this law to attract FDI inflows. It also describes the roles of other policies relating to 
FDI, such as tax-incentive policies, exchange rate policies, labour policies, and open-trade 
policies. The analysis in this chapter is mainly based on data for the period 1986 to 
2012, compiled from the Vietnam Statistical Yearbook (various issues) published by the 
General Statistical Office of Vietnam (GSO), and legal and policy documents on FDI 
published by Vietnamese authorities. 
The rest of this chapter is organised as follows. Section 5.2 analyses the anticipated role 
of the Law on Foreign Investment in attracting FDI inflows from the first Law on 
Foreign Investment in 1987 to the amendments to this law in 1992, 1996, 2000, and 
2005. Section 5.3 examines the anticipated role of tax-incentive policies, exchange rate 
policies, labour policies, and open-trade policies in attracting inward FDI to Vietnam. 
Section 5.4 presents some conclusions. Figure 5.1 outlines the structure of this chapter. 
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Figure 5.1  Structure of Chapter 5  
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texts, the political system and the policy and legal framework are considered vital factors 
affecting the location of value-added activity. The authority and stability of the central 
government, the nature of the political fabric and the degree of bureaucracy, the degree of 
state ownership, the lawful rights of multinational corporations, and the power of the 
central bank and financial institutions can have an impact on the attractiveness of a nation 
to multinational corporations, and on the competitiveness of FIEs compared with 
indigenous ones, the way in which FIEs organise their production, and how they relate to 
worldwide activities (Dunning 1988). 
It is argued by Dunning that the legal environment in host countries has been significantly 
important to foreign investors in deciding whether or not to invest in a particular host 
country. The failure of most host countries to attract FDI inflows is because of their small 
markets or lack of skilled labour force and infrastructure development, and of inadequate 
protection of rights of multinational corporations, an unacceptable law of contract, a 
convoluted litigation procedure, an unacceptable disclosure requirement about a 
subsidiary’s operations, a lack of legal resources available to foreign enterprises against 
breach of contract by local suppliers or governments, or a lack of provision for 
compensation in the case of nationalisation. Again, these issues might affect the 
competitive position of FIEs, their location of activity, and the form and organisation of 
contracts negotiated between foreign and local enterprises, which in turn can affect FDI 
inflows to host countries. 
As a latecomer to FDI compared with other nations in the Asian region—for example, 
Malaysia received FDI in the 1950s and Thailand received FDI in the 1970s—flows of 
FDI to Vietnam have a relatively short history of development. As discussed in Chapter 4, 
although after the country’s reunification in 1975 Vietnam adopted the IR 1977, this 
regulation was unfavourable to foreign investors because of the red tape that had 
burdened companies, including government restrictions and administrative procedures. 
Vietnam also experienced unfavourable international conditions for the development 
and expansion of foreign economic relations in the country at that time, including a lack 
of support from the Soviet Union and Eastern Europe and the border conflict with 
China, and the Cambodian event (see Section 4.2.3). As a result, Vietnam attracted 
almost no FDI inflow in the period 1976–1985. 
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5.2.1  The aim of the LFI 1987 in the period 1988–1992 
Since 1986, to strengthen the role of the private sector in the country’s economy to meet 
the goal of the Doi Moi policy, the government of Vietnam has devised policies to 
encourage the development of domestic private enterprises and policies to attract FDI. 
After the Law on Foreign Investment was issued on 27 December 1987 and came into 
effect on 9 January 1988 (LFI 1987), overseas investors responded positively; and thus 
Vietnam could attract FDI inflows (see Table 5.1). The LFI 1987 advanced the conditions 
of the IR 1977. For example, it added more details about the areas encouraged to attract 
FDI in accordance with the new national and international scenes. The regulations of the 
LFI 1987 covered most subjects relevant to FDI, including economic organisations and 
foreign individuals, and they expressly advocated the open-door policy in order to 
encourage and attract FDI from potential investors (see Section 4.3.3.1). 
The LFI 1987 established a legal framework for FDI activities. This law regulated key 
aspects relating to FDI such as FDI sectors, FDI partners, FDI forms, FDI protection, tax 
and financial regulations, and investment-licensing procedures to promote and protect 
FIEs in doing business in Vietnam. The law aimed to expand economic cooperation with 
foreign countries, promote national economic growth, and increase exports on the basis 
of the efficient utilisation of natural and labour resources, as well as other potentialities. 
The law specified the following main issues: (1) Vietnam would allow overseas 
organisations and individuals to invest in sectors of its national economy with 
encouraging large national programs; (2) multinational corporations in Vietnam were 
exempted from import duties on machinery, equipment, and materials for production 
and business; (3) foreign investors could invest in Vietnam via three forms of business 
cooperation contracts (BCCs), joint ventures (JVs), and wholly foreign-owned ventures 
(wholly FIEs); (4) foreign investors could transfer capital and profits out of Vietnam; 
and (5) their paid income tax would be returned if profits were reinvested into projects 
within three years. 
Further, one of the important provisions in the LFI 1987 was that foreign investors were 
protected against nationalisation. Article 1 of the LFI 1987 stated: ‘The Vietnamese 
government ensures ownership of capital and other interests of organisations and 
individuals as well as creating favourable conditions for organisations and individuals 
investing in Vietnam’. Article 21 stated: ‘The capital assets of foreign investors are not 
requisitioned or expropriated by administrative measures, and foreign investment 
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enterprises are not nationalised’. This provision created a strong incentive for investors, 
who knew that when the North Vietnamese government had operated a centrally 
planned economy until 1975, most FIEs were nationalised (see Section 4.2.2). 
It is argued by Dunning (1993) that the long-term nature of FDI activities fosters high 
sensitivity to risk perception, and investment risks are often reflected in the 
nationalisation of companies. Political and macroeconomic stability and transparent 
legal regulations concerning the lawful rights of foreign ownership are significant 
factors in attracting foreign investors, and risks in foreign markets are frequently cited 
as a deterrent to inward FDI flows (Dunning 1996). Thus, the provision of the LFI 1987 
to protect foreign investors against nationalisation was an important policy. This is a 
signal for foreign investors that the Vietnamese government welcomes FDI, recognises 
the lawful rights of multinational corporations, and guarantees to protect them from the 
threat of nationalisation to help Vietnam attract FDI. 
The LFI 1987 laid a legal foundation for FDI activities as it introduced an open door to 
attract FDI as well as a vehicle to correct the lack of FDI policies. It aimed to make 
Vietnam an attractive location for multinational enterprises from different countries 
throughout the world, rather than only from other socialist nations. Do Nhat Hoang, 
Deputy Director of the Legal Department of the Ministry of Planning and Investment of 
Vietnam indicates that the content of the LFI 1987 was in line with the general world trend 
to encourage foreign organisations and individuals to invest capital and technology on the 
basis of respect for independence, sovereignty, and legal compliance, equality, and mutual 
benefits (Do 2013). 
In response to the LFI 1987, in 1990, 211 licences for foreign projects were granted with 
a total FDI of USD1.6 billion. Up to the end of 1992, the cumulative total of 559 FDI 
project licences had been granted with a total FDI of USD5 billion (GSO 2013). FDI 
inflows to Vietnam in this period focused mainly on oil and gas, hotels, tourism, and 
other service industries, accounting for more than 91 per cent of the total FDI inflows. 
The first investors were from Australia, France, and the United Kingdom accounting for 
34.41 per cent, 18.98 per cent, and 7.61 per cent of the total FDI, respectively (GSO 
2007). 
The result of FDI inflows to Vietnam in the first stages was consistent with Dunning’s 
Eclectic theory, which argues that among the potential FDI location considerations such 
as government policies, market size, labour quality, and infrastructure development, 
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government policies are often the critical factors in attracting FDI inflows, particularly 
in an economy commencing its transition from a centrally planned system to become a 
more market-oriented economy. In other words, host-government policies in this type of 
economy can play a critical role in attracting FDI inflows. Host countries’ government 
policies creating a favourable environment for foreign investors to enter and develop in 
new markets can obtain foreign investors’ preferences in deciding to invest in these 
destinations. 
In spite of this initial success, the period 1988–1992 only achieved a relatively slow 
pace in FDI growth and a small volume of FDI. Besides its broad positive aspects, the 
LFI 1987 had some shortcomings that became barriers to FDI development. Some 
articles of the LFI 1987 did not match the domestic situation to international rules. For 
example, Article 5 of the law allowed only Vietnamese economic organisations that had 
legal status to participate in investment cooperation with foreign investors; neither 
organisations without legal status as economic organisations nor individuals were 
allowed to participate in investment cooperation with foreign investors. This provision 
caused a serious barrier in FDI attraction to Vietnam, because it limited potential 
investors who have financial resources and want to participate in investment 
cooperation with foreign investors. 
Additionally, according to Article 27 of the law, only JVs could obtain income tax 
exemptions and tax holidays, but wholly owned FIEs could not. This was unfair for 
wholly owned FIEs when investing in Vietnam. As Dunning’s FDI theory indicated, 
governments adopt policies aimed at both encouraging and discouraging inward FDI by 
offering incentives on the one hand and disincentives (taking the form of restrictions of 
MNCs) on the other hand. Thus, with income tax exemptions and tax holidays only for 
JVs, Vietnam lost some potential wholly owned FIEs. 
Although the LFI 1987 was meant to provide the foundation framework for investment, 
from the time it was promulgated, a number of additional pieces of legislation providing 
for its implementation had to be enacted such as Decree No. 139-HDBT on 5 September 
1988, Decree No. 31-HDBT on 25 March 1989, Decision No. 163/CT on 12 June 1989, 
and Circular No. 47-TC-TCDN on 21 October 1989. This flurry of regulations 
presented difficulties for foreign investors in terms of dealing with an excessive amount 
of legislation. As Dunning’s FDI theory indicated, government policies might have an 
impact on the attractiveness of the host country to foreign investors through tax and 
regulatory initiatives. Heavy bureaucracy and lack of transparency of government 
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policy can lead to reductions in direct and indirect foreign investment. Foreign investors 
perceiving business and legal environment as unclear, or bureaucracy as unreasonably 
high, may not invest in a country. It is therefore very important to provide a new 
transparency and strong laws to promote the existing regulations to attract better FDI 
inflows. 
5.2.2  The aim of the 1992 amended LFI in the period 1993–1996 
In the early 1990s, the Vietnamese government made considerable efforts to attract 
outside investment through improvements to the LFI. In 1992, amendments and 
supplements to the LFI were needed for four critical reasons: (1) attracting foreign 
investment has become increasingly competitive between countries throughout the 
world; (2) practical cooperation in investment had helped Vietnam to be more aware of 
the importance of FDI in developing the country’s economy; (3) after the enactment of 
the LFI 1987, a number of new possibilities and opportunities arose, as well as new 
orientations requiring amendments and supplements to the legal framework for foreign 
investment; and (4) the government recognised that the role of FDI in promoting 
exports, infrastructure, and manufacturing industries was significant for developing the 
national economy. 
On 23 December 1992, the National Assembly of Vietnam revised the Law on Foreign 
Investment (LFI 1992) to try to create a more favourable legal and business 
environment to attract FDI. In particular, the LFI 1992 granted foreign investors more 
rights and incentives, introduced export-processing zones (EPZs), and export-
processing enterprises (EPEs), and added the Build-Operate-Transfer contract (BOT) as 
one more form of investment. 
The LFI 1992 allowed FDI in the construction of infrastructure facilities, offered the 
same tax treatment to wholly owned FIEs and JVs, provided FDI projects with longer 
operation duration, provided preferential tax rates for FDI in areas with designated 
priority, and allowed FDI enterprises to rent land for their operations. Vietnamese 
local government authorities were responsible for compensation and site clearance for 
FDI projects, and offered a government guarantee for the foreign currency balance to 
FDI projects in infrastructure facilities and import substitution. 
In addition, the LFI 1992 allowed FIEs to open bank accounts at any banks operating in 
Vietnam and to open loan capital accounts at overseas banks with approval from the 
State Bank of Vietnam (SBV). FIEs could now mortgage assets attached to the land and 
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the value of the land-use rights for borrowing loans from Vietnamese banks, whereas 
under the LFI 1987 FIEs had been able to open bank accounts only at the Bank for 
Foreign Trade of Vietnam or at a branch of a foreign bank established in Vietnam with 
the approval of the SBV. 
As an important part of the LFI 1992, EPZs and EPEs were introduced. The law 
specified that foreign organisations and individuals could invest in EPZs through BCCs, 
JVs, or wholly owned FIEs. Article 35 of the LFI 1992 offered exemptions on customs 
duties and preferential tax rates in favour of EPEs. According to the law, the 
management committee of an EPZ was the body responsible for the general 
administration of the zone, and one of its responsibilities was to examine investment 
applications for projects within the EPZ. 
In response to the LFI 1992, the first EPZ that was established in Vietnam and which 
began exporting goods in December 1993 was the Tan Thuan EPZ near Ho Chi Minh 
city. Then many EPZs were established in Vietnam, including the Noi Bai EPZ and the 
Hai Phong EPZ in Red River Delta, the Da Nang EPZ in the South Central Coast, the 
Linh Trung EPZ in the South East, and the Can Tho EPZ in Mekong River Delta. These 
EPZs were expected to attract export-oriented FDI, which was considered a channel for 
promoting exports in Vietnam. Accordingly, besides providing basic inputs, technical 
assistance, and modern equipment to domestic enterprises to help them to improve their 
product quality and to access global markets, FDI contributed to the increases in 
Vietnam’s total exports as well as the sectoral composition of the exports. The export 
share of the foreign sector in Vietnam’s total exports increased quickly and reached 
USD440 million in 1995 (see Table 5.2). Together with domestic enterprises, FIEs 
generated increases in the sectoral composition of the exports of the country. For 
example, from 1988 to 1995, exports of minerals and heavy industrial products 
increased from USD66.9 million to USD1.3 billion, handicrafts and light industrial 
products increased from USD383.8 million to USD1.5 billion, and agriculture products 
increased from USD349.2 million to USD1.7 billion (see Table 5.3). 
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Table 5.2  Export Performance in the Period 1988–1995 (Million USD) 
Year Total Exports FDI Enterprises’ Exports 
1988 1038 N/A 
1989 1946 N/A 
1990 2404 N/A 
1991 2087.1 N/A 
1992 2580.7 N/A 
1993 2985.2 170 
1994 4054.3 350 
1995 5448.9 440 
(Sources: GSO 2000, 2006) 
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Table 5.3  The Sectoral Composition of the Exports in Vietnam in the Period 1988–1995 
Sectors 1988 1989 1990 1991 1992 1993 1994 1995 
Million USD 
Mineral and heavy industrial products 66.9 336 617 697.1 954.8 1014 1176.6 1377.7 
Handicrafts and light industrial products 383.8 584.2 635.8 300.1 349.5 526.5 938.2 1549.8 
Agriculture products 349.2 706.6 783.2 628 827.6 919.7 1280.2 1745.8 
Forestry products 59.2 111 126.5 175.5 140.8 97.5 111.6 153.9 
Fishery products 178 206.2 239.1 285.4 307.7 427.2 556.3 621.4 
Other products 1.3 2.0 2.5 1.0 0.2 0.3 0.3 0.3 
Share (per cent) 
Mineral and heavy industrial products 6.4 17.3 25.7 33.4 37 34 28.8 25.3 
Handicrafts and light industrial products 37 30 26.4 14.4 13.5 17.6 23.1 28.4 
Agriculture products 33.6 36.3 32.6 30.1 32.1 30.8 31.6 32 
Forestry products 5.7 5.7 5.3 8.4 5.5 3.3 2.8 2.8 
Fishery products 17.1 10.6 9.9 13.7 11.9 14.3 13.7 11.4 
Other products 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
(Source: GSO 2006) 
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Besides introducing EPZs and EPEs, the LFI 1992 added the BOT contract to forms of 
investment in Vietnam. In order to undertake a BOT project, the investor had first to 
establish a BOT company in one of the three forms of investment: a BCC, a JV, or a 
wholly owned FIE. In the cases of JV and wholly owned FIE, the parties to the BOT 
contract had to apply to the Ministry of Planning and Investment for an investment 
licence, which would be issued after the project received approval from the Prime 
Minister. Under the LFI 1992, a BOT project could benefit from the special incentives 
of a 10 per cent profits tax instead of the standard 25 per cent rate and a profits tax 
holiday of four years commencing in the first year the company earned profits, followed 
by a 50 per cent profits tax reduction during the next four years. Further, BOT 
enterprises and their business partners were exempted from import duties on equipment 
and materials used in BOT projects, and the government guaranteed that the revenue 
earned during the operation of BOT projects could be converted into foreign currencies 
for certain purposes. 
The provision of EPZs and BOT projects with the incentives of the LFI 1992 improved 
the legal and business environment for foreign investors to enter and develop in 
Vietnam. This policy created a new opportunity for foreign investors to exploit the 
Vietnamese market. Location of international production is often based on comparative 
advantages of factor costs. If enterprises use FDI as a means to minimise costs, they will 
choose the location where production costs are lowest. 
Theoretically, FDI has become a significant competitive strategy for multinationals to 
maximise profits by locating part of their production activities in other countries. To 
achieve this profit-maximising objective, they deploy their value-chain activities to a 
destination that allows them to minimise business costs. As Dunning (1993) claimed, 
the availability of less expensive inputs in a host nation is a significant factor for 
moving production capacity abroad. In such a case, income tax rates in the host 
destination are considered, because they constitute a substantial proportion of total 
production costs. Tax incentives are widely considered to have a positive effect on the 
FDI location choice, whereas a high level of tax rates will deter FDI inflows. 
In March 1995, the first BOT project in Vietnam was approved, namely Binh An Water 
Corporation Ltd, which was a JV between two Malaysian investors and Ho Chi Minh 
city People’s Committee. It was for the construction and operation of a water supply 
system for a period of 20 years, after which the plant would be transferred to Ho Chi 
Minh city. Although it was the only BOT project licensed at that time, negotiations for 
 138 
more than 20 other projects were under way. A significant problem that affected BOT 
project establishment was the lack of coordination between the central and local 
governments. For example, the project was licensed by the central government but had 
to wait for land-use approval and its construction permit from local authorities. 
Do Nhat Hoang states that the revised Foreign Investment Law in 1992 was a very 
important step towards the improvement of the legal framework for increasing the 
attractiveness of the investment environment in Vietnam; it had brought positive results in 
attracting FDI to develop the country’s economy (Do 2013). In response to the LFI 1992, 
FDI increased quickly in Vietnam. The period 1993–1996 witnessed massive FDI 
inflows, reaching a peak in 1996. FDI increased rapidly from approximately USD1.3 
billion with 152 projects in 1991 to more than USD9.6 billion with 372 projects in 
1996. The annual figures are shown in Table 5.4. The planned FDI in this period 
reached USD24.7 billion with 1433 projects, lifting the total planned FDI in Vietnam to 
USD29.6 billion with 1992 projects (GSO 2013). 
Table 5.4  The Development of FDI Projects and FDI Inflows in  
the Period 1988–1996 (Million USD) 
Year Number of Projects Total Planned FDI Implemented FDI 
1988-1990 211 1,603.5 n/a 
1991 152 1284.4 428.5 
1992 196 2077.6 574.9 
1993 274 2,829.8 1117.5 
1994 372 4262.1 2240.6 
1995 415 7925.2 2,792 
1996 372 9635.3 2,938.2 
Total 1992 29,618 10,091.7 
(Source: GSO 2013) 
During this period, investment in the service sectors and manufacturing industries 
became more significant in FDI inflows in Vietnam. These were concentrated in cities 
and provinces in the South East region such as Ho Chi Minh, Dong Nai, Binh Duong, 
and Ba Ria-Vung Tau, as well as Ha Noi, Hai Duong, and Hai Phong in the Red River 
Delta region. Provinces in remote regions only attracted a very small volume of FDI. 
The main source countries to invest in Vietnam in this period were Taiwan, Hong Kong, 
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Singapore, Korea, Japan, and British Virgin Islands (theoretical and analytical explanations 
of flows of FDI to urban and large provinces and from source countries are in Section 6.2 and 
Section 6.3). However, the pattern of these source countries was radically changing. 
From 1991 to 1995, the FDI share from Taiwan decreased from 30.7 per cent to 18.6 
per cent and from Hong Kong it decreased from 13.3 per cent to 2.4 per cent. FDI from 
Japan increased from 2.8 per cent to 20.8 per cent, and from Korea it increased from 1.6 
per cent to 10.4 per cent (see Table 5.5). 
Table 5.5  FDI Inflows by Source Countries in Vietnam by Percentage 
in the Period 1991–1995 
Country 1991 1992 1993 1994 1995 
Taiwan 30.7 25.4 13.9 13.2 18.6 
Hong Kong 13.3 12.3 14.7 15.1 2.4 
Singapore 7.2 6.1 13.6 18.4 10.1 
Korea 1.6 5.7 15.8 8.9 10.4 
Japan 2.8 7.0 3.5 5.6 20.8 
British Virgin Islands 0.7 3.8 11.8 3.1 8.1 
Others  43.7 39.6 26.7 35.7 29.6 
(Source: IMF 1998) 
Although LFI 1992 provided an improved legal environment, which attracted a higher 
volume of FDI inflows, it still had some major limitations. For instance, wholly foreign-
owned investment was still restricted, and the registration procedure took 45 days when 
FIEs had to register their business, even after being granted an FDI licence in 90 days. 
The inconvenient timing and procedures for FDI approvals could bring additional costs to 
investors, which in turn could be a deterrent to inward FDI inflows. Do Nhat Hoang 
criticises some provisions of the LFI 1992 as being not specific enough for ease of 
implementation, lack of uniformity, and complicated investment procedures, which in 
turn could lead to barriers to promoting and attracting FDI to Vietnam (Do 2013). 
5.2.3  The aim of the 1996 LFI in the period 1997–2000 
With the aim of attracting more FDI inflows, especially in rural and remote areas, 
encouraging investment in manufacturing sectors, and improving exports, technology, 
and productivity, the National Assembly of Vietnam approved a revision of the Law on 
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Foreign Investment on 12 November 1996 (LFI 1996). According to the LFI 1996, 
foreign investors could freely choose their preferred investment form, investment 
location, and Vietnamese partner in all types of projects; FDI projects with an export 
proportion of over 80 per cent were given priority in licensing; and FIEs in export-
oriented and high-technology industries were encouraged. Additionally, FIEs could 
lease land in industrial zones and export-processing zones to third parties; FIEs in 
prioritised sectors and areas were exempted from import duties within five years of 
commencement of their operation, and foreign partners supplying inputs to FIEs were 
exempted from import tax on raw materials and intermediate goods in corresponding 
proportions. 
Further, the LFI 1996 reduced administrative procedures for foreign-project registration 
and gave the local-government authorities of cities and provinces some autonomy in 
issuing investment licences for FDI projects up to specified sizes. Professor Nguyen 
Mai, Chairman of the Association of Foreign Investment Enterprises in Vietnam states 
that the policy of the decentralisation of government for the purpose of FDI attraction 
was a good idea. It allows leadership provinces to exploit benefits from the comparative 
advantages of their locality for attracting FDI better (Nguyen 2013). Porter (1996) 
supports this view by stating that there are powerful arguments for decentralisation of 
economic policy to sub-national regions. Decentralisation of policy choices creates 
competition among local governments. Effectiveness and efficiency may improve, 
relative to a monopolistic national government. By improving the business climate with 
streamlined regulations, host countries can attract more FDI and upgrade their national 
economy. According to Dunning’s FDI theory, multinationals undertake FDI designed 
to reduce the corporate risk associated with changes and movements in local 
governments in the host country. 
In the case of Vietnam, decentralisation in terms of FDI policies has been one of the 
important steps of its economic reform. The Vietnamese central government delegated a 
high degree of policy autonomy to local governments, especially in attracting FDI 
inflows to develop the local economy. For instance, the People’s Committees of 
provinces and cities directly under the central government’s control shall perform the 
state management on FDI in their territories according to the following functions and 
powers: (1) based on the social-economic development plan already approved by the 
central government, to prepare and publish a list of projects calling for FDI in their 
provinces; (2) participating in the evaluation of FDI projects; (3) receiving FDI project 
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proposals, evaluating and granting investment licenses for FDI projects; (4) settling the 
administrative procedures related to the formation, development, and implementation of 
FDI projects under their jurisdiction; (5) performing state management over the 
production and business activities of FIEs; and (6) supervising and inspecting activities 
of FIEs. Thus, the stability of the local environment, linked to investment risk, was 
critical to the FDI location choices of foreign investors in the provinces in Vietnam. 
According to the LFI 1996, the Ministry of Planning and Investment was the official 
state agency responsible for policy oversight and regulatory approval and monitoring of 
foreign-investment activities in Vietnam. Local Departments of Planning and 
Investment were responsible for assisting the local People’s Committees to regulate 
FDI activities in each province. The licensing procedure was made quicker and more 
convenient, with the maximum time for assessing a licensing application as 60 days 
from the receipt of documents, instead of 90 days as it had been under the LFI 1987. 
Ministries, equivalent agencies, or offices under the central government or the local 
People’s Committees were responsible for ensuring that investing projects were 
implemented within 30 days of the receipt of documents. 
The FDI literature has shown that time and administrative procedures in licensing 
business registration and investment licensing are important factors that investors 
consider because they strongly affect the entry cost for businesses (WEF 2013). Priority 
policies on administrative procedures make it easier for foreign investors to set up 
plants and profitably operate, whereas the inconvenient procedures for FDI approvals 
could bring additional costs to investors and create obstacles for business operations. 
The provision of the LFI 1996 in reducing time and administrative procedures for 
foreign-project registration could help to improve Vietnam’s policy and business 
environment to attract inward FDI. 
Furthermore, the law introduced the creation of an industrial zone (IZ). Activities 
permitted in IZs are the construction and operation of infrastructure facilities, 
manufacturing, processing, and assembly of goods for export as well as domestic 
markets, and the provision of services in support of industrial production. Exporting, 
production, and service enterprises operating in IZs would pay profit tax rates of 10 per 
cent, 15 per cent, and 20 per cent, respectively, for attracting FDI to IZs. The 
Vietnamese government established 10 industrial zones: Hai Phong IZ and Vinh Phuc 
IZ in the Red River Delta; Tien Giang IZ, Dong Thap IZ, and Long An IZ in Mekong 
River Delta; Phu Tho IZ in the North East; Thua Thien Hue IZ in the North Central 
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Coast; and Quang Nam IZ, Phu Yen IZ, and Khanh Hoa IZ in the South Central Coast. 
These IZs were expected to try to attract technology-intensive FDI, which is considered 
a channel for encouraging industrial growth and technology transfer in Vietnam and 
narrowing the gap in the economic and the technological development of its regions. 
In response to the LFI 1996, FDI flows to remote regions increased greatly. For 
instance, the North West region received more than USD14.2 million in 1997 compared 
to around USD2.0 million in 1996. FDI inflows in the Central Highlands, North Central 
Coast, and Mekong River Delta were about USD49.4 million, USD123.5 million, and 
USD141.2 million, respectively, in 1997 compared to USD18.9 million, USD83.2 
million, and USD112.3 million, respectively, in 1996 (MPI 2007). 
The output from FIFs contributed substantially to Vietnam’s GDP (Table 5.6). In 
comparison to other ownership sectors such as state-owned firms, collectives, and 
domestic private firms, the contribution of foreign-invested firms to the Vietnamese 
GDP increased greatly in the period 1996–2000. In 1996, state-owned firms contributed 
40.07 per cent of the total of Vietnamese GDP and this contribution remained at 40.75 
per cent in 2000. The contribution of collectives to the total percentage of Vietnamese 
GDP decreased from 9.70 per cent in 1996 to 8.53 per cent in 2000. In contrast, the 
contribution of FIEs to the total percentage of Vietnamese GDP increased significantly 
from 6.73 per cent in 1996 to 10.82 per cent in 2000 (see Chart 5.1). 
Table 5.6  Gross Domestic Product of Vietnam in the Period 1996–2000 
(Billion VND) 
Ownership 1996 1997 1998 1999 2000 
State-owned firms 78,367 95,638 100,953 103,531 111,522 
Collectives 18,978 20,173 20,879 22,141 23,351 
Domestic private firms  5978 7507 8103 8365 9039 
Foreign invested firms 13,155 18,970 22,593 26,560 29,598 
Others 79,089 88,838 92,068 95,673 100,156 
GDP 195,567 231,126 244,596 256,272 273,666 
(Sources: GSO 2000, 2001) 
 
 143 
Chart 5.1  A Comparison between FDI Sector and Other Ownership Sectors in 
Contributing to Vietnamese GDP in 1996 and 2000 
 
(Sources: GSO 2000, 2001) 
Although the revised law of 1996 aimed to promote a more favourable environment, 
and to attract FDI inflows to remote provinces, encourage investment in manufacturing 
industries, and promote economic growth in Vietnam, the Asian financial crisis of 
1997–1998 caused fluctuating decreases of FDI inflows in Vietnam during the period 
1996–2000 (see Table 5.7). When the crisis hit, Vietnam suffered because the biggest 
investors in this nation were from Taiwan, Malaysia, South Korea, and Singapore, 
which all suffered significant adverse economic impacts with sharp currency 
devaluations and capital flight. 
Table 5.7  FDI Projects and FDI inflows in the Period 1996–2000 
(Million USD) 
Year Number of Projects Planned FDI Implemented FDI 
1996 372 9635.3 2938.2 
1997 349 5955.6 3277.1 
1998 285 4873.4 2372.4 
1999 327 2282.5 2528.3 
2000 391 2762.8 2398.7 
(Source: GSO 2011) 
Overall, the period 1997–2000 showed a decline in FDI inflows in Vietnam. FDI 
inflows in 2000 fell to USD2.8 billion from USD6 billion in 1997, and USD9.6 billion 
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in 1996 (GSO 2011). This was a direct consequence of the financial crisis that affected 
most Asian nations, which were the major investment sources in Vietnam. The onset of 
the Asian financial crisis was an additional factor in the cessation of the early post-
reform surge in FDI in Vietnam (Tran 2009). 
5.2.4  The aim of the 2000 amended LFI in the period 2001–2005 
To deal with the problem of the Asian financial crisis, the Vietnamese government tried 
to make the business environment more attractive and friendly for foreign investors by 
passing another amendment to the Law on Foreign Investment on 9 June 2000 (LFI 
2000). The LFI 2000 aimed to reduce the difficulties and risks in business for FIFs and 
improve the import tax exemption and tax on profit transfer abroad. 
The amended law granted FIEs the right to mortgage assets attached to the land and the 
value of the land-use rights for borrowing from domestic as well as foreign banks 
operating in Vietnam instead of only mortgaging these assets for taking out loans from 
Vietnamese banks. This amendment was significant for multinationals that were 
considering investing in Vietnam, because it could facilitate a new means of financing 
through which capital might be raised. Moreover, the LFI 2000 sought to minimise 
much of the red tape that had burdened foreign firms, including governmental 
restrictions and administrative procedures that were more onerous in Vietnam than in 
other countries (WB 2013). For instance, some of the FIFs, especially those that 
exported more than 50 per cent of their production, were no longer required to obtain 
investment licences but were only required to register the firm. Foreign investors 
welcomed these amendments and viewed them as a positive step to alleviating the day-
to-day headaches faced by almost all international businesses in Vietnam (Brown IV 
2002). 
Do Nhat Hoang claims that the LFI 2000 contained many new provisions to remove 
difficulties and problems and minimise the risks for foreign enterprises (Do 2013). The 
provisions of LFI 2000 reduced the differences between regulations for domestic 
investment and those for foreign investment, created initiatives in the integration 
process, and ensured commitment between Vietnam and other countries, making the 
business environment of Vietnam more attractive than under the previous LFIs. The 
LFI 2000 introduced ‘national treatment’ for FIEs. For example, it allowed FIFs to 
decide whether to set up reserve funds and to determine their size; allowed the 
remaining value of land-use rights contributed by a joint Vietnamese business party to 
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be subject to liquidation; allowed FIFs to determine the forms of their investments and 
the reorganisation of their capital structures; allowed FIFs to purchase foreign 
currencies from commercial banks to cover their current transactions; encouraged FIFs 
to invest in several new fields, including production and processing with more than 80 
per cent export content, cultivating and breeding in the agricultural, forestry, and 
aquatic sectors; new technology for production of telecommunications and information 
products; high-tech development research, production of waste-treatment facilities, and 
production of input materials for antibiotic products; and it reduced the profit-
remittance tax and provided government loan guarantees. 
After the LFI 2000 implementation and the recovery of the Asian economies from the 
financial crisis, the inflows of FDI to Vietnam showed a gradual recovery. In fact, FDI 
inflows increased from around USD2.8 billion with 391 projects in 2000 to USD6.8 
billion with 970 projects in 2005 after receiving USD3.2 billion with 791 projects in 
2003 and USD4.5 billion with 811 projects in 2004 (GSO 2013). This was reflected in 
the growth rates in project numbers by 29.6 per cent in 2001, 29.9 per cent in 2003, 2.5 
per cent in 2004, and 16.4 per cent in 2005. However, in 2002, despite attaining a peak 
at 808 projects, the FDI was at its minimum of USD3 billion, meaning that the average 
size of capital per project in that year was small. In 2005, investors from Korea were the 
biggest investors in Vietnam with USD592 million, followed by Japan with USD436 
million, and Hong Kong with USD407 million (see Table 5.8). FIFs expanded exports 
from USD6.7 billion, accounting for 45 per cent, in 2001 to USD18.5 billion, 
accounting for 57 per cent, in 2005. The increase of FDI inflows in the period 2001–
2005 resulted from the improved business environment from the Vietnamese 
government’s revision of the LFI. 
Although Vietnam reformed its FDI policy to attract more FDI, there were still strong 
complaints about some aspects of FDI policy, such as a high top corporate tax rate of 30 
per cent and high import tariffs for several product components that cost more than the 
final product. Theoretically, taxation might affect foreign investors’ FDI location 
choices, because taxes can reduce the income stream obtained from investment abroad. 
A high tax rate constitutes a substantial proportion of total production costs, which 
directly hit the company’s profitability. Further, high tariffs on imported raw material 
and machinery significantly increase production cost, which naturally leads to less 
competitiveness of FDI enterprises against local competitors. Hence, high taxes and 
high tariffs in Vietnam could limit FDI flows to this country. 
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Table 5.8  FDI Inflows by Main Source Nations during the Period 2001–2005 
Country 2001 2002 2003 2004 2005 
A B A B A B A B A B 
Korea 180 5.5 439 14.8 522 16.5 493 11 592 13.9 
Japan 275 8.4 311 10.5 186 5.9 858 19.1 436 10.2 
Hong Kong 243 7.5 211 7.1 196 6.2 272 6 407 9.6 
Taiwan 583 17.8 535 18 793 25.1 1074 23.9 366 8.6 
Malaysia 39 1.2 121 4.1 93 2.9 188 4.2 172 4 
Singapore 312 9.6 283 9.5 133 4.2 396 8.8 164 3.8 
Note: - Column A: by USD million; - Column B: by percentage of year’s total 
(Source: GSO 2006) 
Overall, although the LFI 2000 provided an improved legal environment, the legal 
system still had shortcomings, which were hindering the FDI sector and other sectors 
in the economy. There was, therefore, a need to set up a more transparent, stable, and 
predictable legal framework for FDI, as well as to provide all investors with increased 
flexibility on an equal footing. 
5.2.5  The aim of the 2005 LI in the period from 2006 
Twenty years after the introduction of the Doi Moi policy, 2006 became a significant 
year for Vietnam in the development of its economy and its integration with the world 
economy. Under the former investment policy regime, overseas and domestic investors 
had been subject to different regulations, foreign investors being governed by the Law 
on Foreign Investment and domestic investors being governed by the Law on 
Promotion of Domestic Investment. From 1 July 2006, a new investment regime 
comprising a unified investment law applying to both foreign and domestic enterprises’ 
activities came into effect, granting a more level playing field for overseas and domestic 
investors than under the previous investment-policy regimes. 
To create a unified system and a level playing field for local and overseas investors, and 
to improve the investment and business environment to attract more capital resources, 
the National Assembly of Vietnam enacted the Law on Investment on 29 November 
2005 (the LI 2005); it came into effect on 1 July 2006. This law aims at treating foreign 
and domestic investors more equally to enable FIEs to operate with similar advantages 
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and disadvantages as domestic enterprises. It provides investors with freedom in the 
choice of the business entry mode (see Section 4.3.3.2) and stipulates open investment 
related to trade. 
The provisions in the LI 2005 are consistent with Dunning’s theory, which suggests that 
policy factors on FDI have played a particularly important role, and government FDI 
policies have significantly affected an FDI enterprise’s location choice. This theory 
argues that an open regulatory regime is instrumental to the inducement of inward FDI 
and conducive to fair competition, which in turn may increase the volume and 
composition of FDI inflows, including sectors and source countries. The theory also 
argues that to maximise the potential benefits by protecting the rights of all parties 
involved, business activities should take place under an umbrella of appropriate 
legislation. The legislation should encourage free competition and protect investment by 
providing the necessary guarantees for investors. The multiplicity of laws in relation to 
investment should be replaced by stable, integral, and transparent law. This would make 
the law more reliable for investors, as it would facilitate the development of a 
favourable legal environment for investment. 
The LI 2005 states that except for prohibited and conditional sectors, investors are 
permitted to invest in all sectors, as well as in all industries and trades, and have the 
right to autonomy and to make decisions on investment activities in accordance with the 
law of Vietnam. This means that although the new investment law allows investments 
not prohibited by law, some investments are still subject to further regulation and a state 
authority’s decisions. The new law introduces a parallel system of registration and 
licensing for all enterprises, depending on the size of the investment, the sector of 
investment (conditional or non-conditional), and the nationality of the investor 
(domestic or foreign) (see Section 4.3.3.2). According to the principles stipulated in this 
law, the government will decide on the licensing of important projects; the provision of 
guarantees for loans, supply of raw materials, sale of products, and payment; and will 
guarantee the performance of other contractual obligations (Article 66). This facilitates 
the development of a favourable legal environment for FDI in Vietnam. 
This law widens the subjects to establish JVs, and states that domestic and foreign 
investors can establish JVs in accordance with the law of Vietnam (Article 22). Vietnam 
offers national treatment for foreign investors where there are no special performance 
requirements and no requirements to purchase from local sources exist. According to 
the LI 2005, the government guarantees not to compel investors to undertake the 
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following requirements: (a) to give priority to the purchase or use of domestic foods or 
services or to compulsorily purchase goods from a specific domestic manufacturer or 
services from a specific domestic service provider; (b) to export goods or services at a 
fixed percentage, or to restrict the quantity, value or type of goods or services which 
may be exported, or of goods which may be manufactured domestically, or services 
which may be provided domestically; (c) to import goods at the same quantity and value 
as goods exported, or to compulsorily self-balance foreign currency from sources 
obtained from exported goods in order to satisfy their import requirements; (d) to 
achieve certain localisation ratios during the manufacture of goods; (e) to achieve a 
stipulated level or value in their research and development activities in Vietnam; (f) to 
supply goods or provide services in a particular location, whether in Vietnam or abroad; 
and (g) to establish its head office in a particular location. 
In addition, the LI 2005 specifies that investors are entitled to incentives, including tax 
incentives. These incentives are recorded in the investment certificate required for all 
foreign projects, as well as for domestic projects with VND 300 billion (about USD15 
million) or more or in conditional sectors. Generally, overseas investors appreciate 
having their incentives recorded on their investment certificates, because they do not 
face the challenges experienced by many in the past when dealing with the tax office 
regarding entitled incentives. 
The new law on investment is a part of Vietnam’s efforts to create a new investment 
legal framework and a more favourable business environment to attract more capital 
resources, as well as conforming to international investment practices, as it attempts to 
further integrate into the global market. In addition to the positive effect of the law, 
other economic factors such as market size, labour quality, trade openness, and 
infrastructure development have been important in attracting FDI inflows to Vietnam, 
which will be discussed in more detail in Chapter 7 and Chapter 8. In the seven years 
after the implementation of the LI 2005, FDI flows to Vietnam increased from USD4.1 
billion with 987 projects in 2006, to USD10 billion with 1287 projects in 2012, after 
receiving USD11 billion with 1186 projects in 2011 (see Table 5.9). 
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Table 5.9  The Development of FDI Projects and FDI Flows in Vietnam in the 
Period 1988–2012 
Year Project Numbers Planned FDI (Million USD) Realised FDI (Million USD) 
1988-90 211 1603.5 N/A 
1991 152 1284.4 428.5 
1992 196 2077.6 574.9 
1988–1992 559 4965.5 1003.4 
1993 274 2829.8 1117.5 
1994 372 4262.1 2240.6 
1995 415 7925.2 2792.0 
1996 372 9635.3 2938.2 
1993–1996 1433 24652.4 9088.3 
1997 349 5955.6 3277.1 
1998 285 4873.4 2,372.4 
1999 327 2282.5 2528.3 
2000 391 2762.8 2398.7 
1997–2000 1352 15,874.3 10,576.5 
2001 555 3265.7 2225.6 
2002 808 2993.4 2884.7 
2003 791 3172.7 2723.3 
2004 811 4534.3 2708.4 
2005 970 6,840 3300.5 
2001–2005 3935 20,806 13,842.5 
2006 987 12,004.5 4100.4 
2007 1544 21,348.8 8034.1 
2008 1171 71,726.8 11,500.2 
2009 1208 23,107.5 10,000.5 
2010 1237 19,886.8 11,000.3 
2011 1191 15,618.7 11,000.1 
2012 1287 16,348 10,046.6 
2006–2012 8625 180,041.1 65,682.2 
Total 
(1988–2012) 
15,904 246,339.4 100,192.9 
(Source: GSO 2013) 
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Table 5.9 shows that the planned FDI in the seven years 2006 to 2012 is 2.71 times 
higher than the total FDI for the 17 years from 1988 to 2005. Except for a peak at 
USD71.7 billion in 2008, planned FDI in Vietnam from 2006 to 2009 followed a steady 
upward trend from USD12 billion in 2006 to USD21.3 billion in 2007, and USD23.1 
billion in 2009. By 2012, Vietnam registered USD246.3 billion of total FDI from 
15,904 projects. The total implemented FDI of these projects amounted to around 
USD100.2 billion. However, FDI registrations in 2010 and 2011 showed a negative 
trend, falling from USD23.1 billion in 2009 to USD19.9 billion in 2010, and USD15.6 
billion in 2011. In 2012, the planned FDI increased slightly to USD16.3 billion with 
1287 projects, but implemented FDI decreased to USD10 billion. 
Although the LI 2005 demonstrates Vietnam’s serious efforts in creating a new legal 
framework for investment and a more favourable business environment to attract FDI, 
the law on investment has faults that need solutions. One of the major faults of the LI 
2005 is that investors face a multi-tier and multi-step system of registration and 
licensing. As claimed by Vu Duc Dam, Minister-Head of Government Offices of 
Vietnam some regulations related to administrative procedures, especially in the FDI 
sector, are still complicated (Vu 2013). Investors must undertake different procedures 
according to three criteria: the size of the investment, the sector of investment, and the 
nationality of the investor. In particular, projects with more than VND 300 billion 
(about USD15 million) and (or) in conditional sectors must undergo an investment 
evaluation, but the evaluation criteria are unclear, with various investment conditions 
and goals, the definitions of which are vague. The LI 2005 does not provide much 
guidance on the criteria that a project must meet to pass the evaluation. 
In comparison with other ASEAN countries in terms of the procedures required for 
starting a business, Vietnam is less competitive, because its investment law requires 
both domestic and foreign firms to follow relatively more procedures for a business’s 
registration and licensing. For example, in 2012, the number of procedures required to 
start a business was three in Singapore and Malaysia, four in Thailand, six in Laos, and 
10 in Vietnam (see Table 5.10). 
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Table 5.10  Number of Procedures Required to Start a Business in ASEAN 
Countries 
Countries 2005 2006 2007 2008 2009 2010 2011 2012 
Malaysia 10 10 10 10 10 9 3 3 
Singapore 6 6 5 4 3 3 3 3 
Thailand 8 8 8 8 7 7 5 4 
Laos 7 7 7 7 7 7 7 6 
Cambodia 10 10 10 9 9 9 9 9 
Indonesia 12 12 12 11 10 10 9 9 
Vietnam 11 11 11 11 11 10 10 10 
Brunei  18 18 18 18 15 15 15 
Philippines 17 17 17 17 18 17 16 16 
(Source: World Bank 2013) 
Article 66 of the LI 2005 states that based on the principles stipulated in this law, the 
government will decide on important projects and provision of guarantees for loans, 
supply of raw materials, sale of products, payment and guarantee for performance of 
other contractual obligations to projects, but the meaning of the phrases ‘based on the 
principles’ and ‘important projects’ in this law is unclear. Dinh Quoc Thai, Chairman of 
the People’s Committee of Dong Nai province states that the concept of ‘important 
projects’ in the LI 2005 is too general to be clear to the provincial governments; thus, to 
be sure that they do not make a mistake when registering foreign projects, they send the 
documents to the central government for permission, even when the projects are small 
scale (Dinh 2013). Similarly, Nguyen Xuan Duong, Chairman of the People’s 
Committee of Nghe An province argues that it is difficult for local-government 
agencies to evaluate the feasibility of FDI projects because of a lack of information 
about foreign investors, and because the sections of the LI 2005 about evaluating the 
feasibility of FDI projects are not clear (Nguyen 2013). 
Further, there are conflicts between the LI 2005 and other laws. As Dao Quang Thu 
claimed, legislation and policies relating to investment faces the problem of conflict and 
overlapping regulations (Dao 2013). When building the legal framework applicable to 
domestic investors and foreign investors, the government did not consider all the 
characteristics of FDI, and the general laws on tax, construction, and education are not 
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consistent with the investment law. This causes difficulties not only for investors but for 
government management. 
The 2005 Law on Enterprises, which regulates all matters of corporate governance for 
all domestic and foreign companies could significantly improve the corporate-
governance framework for Vietnamese companies, because the 2005 Law on 
Investment no longer regulates corporate governance but regulates only the entrance of 
companies through licensing and registration. The problem is that while the 2005 Law 
on Enterprises is intended to grant a more level playing field than the earlier regime, the 
2005 Law on Investment has several unclear clauses on related matters. Nguyen Van 
Suu, Vice President of the People’s Committee of Ha Noi city argues that the 2005 Law 
on Investment contains several clauses and concepts that are not synchronous and are 
unclear, leading to difficulties relating to direct investment and portfolio investment for 
foreign companies buying shares in domestic enterprises, Vietnamese enterprises 
acquiring foreign enterprises, project transfer procedures, and procedures for the 
termination of FDI project activities for both enterprises and state management agencies 
(Nguyen 2013). 
In spite of the greater flexibility of the law on investment, there are still considerable 
restrictions. For example, BCCs are permitted to invest only in oil explorations and 
telecommunications, and only joint ventures are allowed to invest in air transport and 
airport construction, industrial explosive production, forestry, culture, and tourism. 
Besides, overseas investors are permitted to acquire only up to 30 per cent of total 
shares in a domestic enterprise in Vietnam, if the enterprise is one of the 35 approved 
business sectors. Domestic enterprises can currently issue shares to overseas partners 
only in 35 business sectors; even then, the approval of the Prime Minister is necessary. 
An overseas partner can acquire up to 30 per cent of a domestic, unlisted enterprise, but 
only if approved by the relevant authorities. These restrictions may have been a major 
limitation on the expansion of FDI inflows to Vietnam in recent years. In other words, 
with these restrictions, Vietnam lost some potential FDI projects, because generally 
foreign investors are unwilling to carry out FDI unless when they have at least majority 
equity and control to protect their investments. 
In sum, although the LI 2005 still has some limitations, over the past two and a half 
decades, there have been some significant improvements in Vietnam’s legal and 
institutional framework overall, and in policies on FDI in particular. The FDI 
regulations in general can be characterised as transparent and streamlined. The recent 
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reforms in the economic and social structure have been the adoption of liberal and 
flexible foreign-investment policies. Key changes in FDI policies have indicated that 
Vietnam has increased the rights of foreign investors, created a legal and investment 
environment which is more favourable to them, as it narrows the policy gap between 
the conditions for overseas and local investors. The LFI and its revisions have played a 
crucial role in attracting inward FDI. 
However, it is evident that policies on FDI in Vietnam have short lives due to frequent 
changes, and thus unpredictable. There is a lack of transparency and explicit 
instructions for market access, which is made worse by the need to fill in an excessive 
number of official forms, long delays in the FDI licensing process, and often a long gap 
between the undertaking of international commitments and the changing of the 
domestic law to enforce those obligations. The government’s present reforms aim to 
improve the legal and business environment, but the reality is that change takes time 
and the problems mentioned above have not yet been solved in order to attract FDI in 
line with the country’s potential. As well as being a result of a poor level of 
administrative and governmental capacity, these problems are due to the lack of a full 
understanding by policy-makers in some local governments of FDI’s role in the 
country’s economic development. 
As described in Dunning’s Eclectic theory, foreign investors are concerned about 
stability and continuity of government policy as important factors when making 
decisions to invest in other countries. Foreign investment could be lost just because of 
changes in government policy. Thus, continuity and stability of the policy is desirable. 
To achieve the goal of attracting FDI quantity and the desired FDI quality, it is 
important to enhance and improve the level of transparency of dealings between the 
government and foreign investors. Lack of transparency of policy can lead to a decrease 
in direct and indirect foreign investment. It is therefore very important to issue a new 
strong law to promote the existing regulations on foreign investment to attract better 
FDI inflows to the Vietnamese economy. 
5.3  THE AIM OF OTHER POLICES FOR FDI INFLOWS TO 
VIETNAM  
Beside the fact that the laws on foreign investment have played a crucial role in 
attracting inward FDI, policies related to FDI such as tax-incentive policies, exchange 
rate policies, labour policies, and open-trade policies have been important in attracting 
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or deterring FDI. The following sections examine these policies that the Vietnamese 
government has introduced to support the flows of FDI. 
5.3.1  Tax-incentive policies 
Theories on the effects of taxation on firms’ location choices propose that the corporate 
income tax rate has a negative relationship with FDI inflows (Dunning 1980; Heillener 
1973; Loree & Guisinger 1995). As claimed by Lecraw (1991), the tax rate is one of the 
location factors affecting flows of inward FDI that are under the government’s direct 
and immediate control. Thus, scholarly research has suggested that host governments 
need to provide tax incentives such as tax concessions and subsidised profits to promote 
FDI inflows (Lahiri & Ono 1998; Loree & Guisinger 1995). 
In Vietnam, tax policies have been considered one of the location factors in attracting 
FDI. Taxes that might influence the location choice of foreign investors are corporate 
income tax and remittance tax that have been adjusted favourably for FIEs. Corporate 
income tax in Vietnam has mostly remained at 25 per cent for FDI enterprises. From 
1987 (under the LFI 1987), foreign-invested firms and foreign partners operating under 
BCCs were liable to pay a corporate income tax ranging from 15 per cent to 25 per cent 
of earned profits. 
From 1996 (under the LFI 1996), FDI projects were subject to corporate income tax at 
25 per cent on the profit earned. FDI projects in priority areas received a reduction of 5 
per cent and FDI projects with certain investment-promotion criteria paid 15 per cent, 
while those in strongly encouraged sectors paid only 10 per cent. Besides, FDI projects 
could obtain an exemption from corporate income tax for two years, commencing from 
the first profit-making year, and were then eligible for a 50 per cent reduction for the 
next two years. In special cases where investment was strongly encouraged, exemption 
from corporate income tax had been allowed for up to eight years. 
From 2004 (under the Law on Corporate Income Tax 2003), the standard corporate 
income tax rate of 28 per cent applied to local and foreign firms. Other than the 
standard rate, preferential rates of 10 per cent, 15 per cent, and 20 per cent applied to 
FDI projects in encouraged business sectors or geographical locations. Besides 
preferential corporate income tax rates, FIEs could gain an exemption for from two to 
four years after the first profit-making year, and a 50 per cent reduction from two to 
nine years. 
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Previously, foreign investors could pay the tax on remittances of investment-earned 
profits abroad. From 2000 (under the LFI 2000), when transferring profits out of 
Vietnam foreign investors paid an amount of tax equal to 3 per cent, 5 per cent, or 7 per 
cent of the profits. This imposition was lower than the rates of 5 per cent, 7 per cent, and 
10 per cent under the LFI 1996, and lower again than the rates of from 5 per cent to 10 
per cent under the LFI 1987. However, this tax was totally eliminated in 2004. From 1 
January 2004, profits derived from foreign investments in Vietnam were not subject to 
profit-remittance tax when remitted out of Vietnam. This was favourable for foreign 
investors investing in Vietnam, because of the ease of conversion of foreign into local 
currency; the possibilities of transferring funds in and out of a country are necessary 
conditions for foreign investors. 
Since 2006, the Law on Enterprises and the Law on Investment have concentrated on 
eliminating distinctions between foreign enterprises and local enterprises. Thus, under 
the Law on Corporate Income Tax 2008, the standard corporate income tax rate of 25 
per cent applies to local and foreign firms. New investment projects, both domestic and 
foreign, are given the same tax incentives to promote business establishment. 
Accordingly, projects can receive a full exemption on corporate income tax for the first 
two to four years of operation, a 50 per cent reduction on the corporate income tax rate 
for the subsequent two to nine years, and a reduction in the baseline corporate income 
tax rate from 25 per cent to 20 per cent or 10 per cent for a duration of 10 or 15 years, 
respectively (see Section 4.3.4.1). 
Theoretically, taxation has greatly affected the choice of location of FDI since taxes 
might decrease the income stream obtained from investment overseas, and fiscal 
incentives are widely found to be a positive effect on FDI flows, whereas a high rate of 
tax may discourage FDI inflows. Scholarly research has indicated that investment 
incentives might be a strategy in FDI location choice and are, hence, vital for guiding 
FDI inflows, as incentives have been provided for FIEs via benefits such as lower tax 
rates (Dunning 2001, 2006). Locating FDI in host nations offering substantial tax 
incentives can help investors to achieve low operational costs and competitive 
advantages. Thus, with the incentive policies that lower corporate income tax rates, 
Vietnam might achieve foreign investors’ FDI location preference. 
As claimed by Vu Thi Mai, Deputy Minister of Finance of Vietnam, tax-incentive 
policies play a significant role when nations compete for FDI; thus, Vietnam has tried to 
develop and improve its tax-incentive policies for domestic and foreign investors. Tax 
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incentives have gradually encouraged and attracted foreign and domestic investment to 
create a solid foundation for the sustainable development of Vietnam’s economy (Vu 
2013). 
5.3.2  Exchange rate policies 
The exchange rate is a significant determinant of the flow of FDI to host nations. As 
claimed by Campa (1993) and Dixit (1989), exchange rate uncertainty can have an 
impact on the financing of overseas investment and might influence FDI inflows to host 
destinations. Exchange rate movements may have either a positive or a negative effect 
on FDI. Uncertainty about the exchange rate can lead to a lower level of FDI if an FDI 
decision is based on the initial costs of establishing a foreign branch, whereas 
uncertainty can increase FDI if an FDI decision is based on long-term anticipated gains 
from an income-generating branch (Li & Moshirian 2004). 
On the other hand, Cushman (1985) argues that fluctuations in the real exchange rate 
might contribute to a variety of risk and expectation influences on FDI. Uncertainty 
about future changes in real exchange rates can encourage FDI, since FIEs may lessen 
their exports to other overseas markets because of this risk expectation, and offset the 
export decline by an increase in FDI. The effect of risk-adjusted expected real foreign 
currency appreciation is to lower foreign capital cost, hence stimulating inward FDI (see 
Section 8.6.1). 
In Vietnam, to create stability in the business environment to attract FDI to meet the 
goal of the Doi Moi policy, since 1986 the Vietnamese government has tried to control 
exchange rate uncertainty by applying foreign exchange regimes (see Section 4.3.4.3). 
The State Bank of Vietnam (SBV) is responsible for regulating and implementing 
foreign exchange policies and for overseeing currency transactions to ensure that they 
comply with the relevant guidelines. The important regulation on foreign exchange is 
the Foreign Exchange Ordinance, which was passed by the Standing Committee of the 
National Assembly on 13 December 2005 with the expectation that this legislation would 
regulate the foreign exchange market in Vietnam and satisfy the conditions for the 
country’s integration into the WTO. 
The exchange rate mechanism applicable to the Vietnamese dong is the managed 
floating exchange rate mechanism which the SBV determines on the basis of a basket of 
the foreign currencies that have a commercial, lending, repayment, and investment 
relationship with Vietnam, and in compliance with prevailing macroeconomic 
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objectives. The exchange rate for the Vietnamese dong—formed on the basis of a 
managed rate of supply and demand of foreign currency in the market—is regulated and 
controlled by the state. Article 39 of Decree No. 160/2006/ND-CP states that the State 
Bank of Vietnam will regulate exchange rates through the use of monetary-policy tools 
and a plan for trading on the foreign exchange market. Accordingly, the SBV 
announces daily an average exchange rate in the Foreign Currency Interbank Market of 
the Vietnamese dong (VND) against the US dollar. This exchange rate is used to 
calculate import and export duties, to consider bidding for national projects at the time 
of bidding openings, and to calculate the value of the capital contributions made to the 
cooperation investment at the time of the capital contribution. Commercial banks 
operating in Vietnam determine and announce their buying or selling rates of VND 
against USD within the range permitted by the SBV. 
To stabilise the foreign exchange rate for the VND in accordance with the market, the 
SBV adjusts the exchange rate. For example, the SBV adjusted the trading band for 
USD and VND exchange transactions from 0.75 per cent on 24 December 2007 to 1 per 
cent on 10 March 2008, 2 per cent on 27 June 2008, 3 per cent on 7 November 2008, 5 
per cent on 24 March 2009, and then 3 per cent on 26 November 2009, and 1 per cent 
on 11 February 2011 (see Table 5.11). 
Table 5.11  The Trading Band for USD and VND Exchange Transactions 
in the Period 1998–2012 
Period Band (%) 
07-08-1998 – 25-02-1999 ± 7 
26-02-1999 – 01-07-2002 ± 0.1 
02-07-2002 – 31-12-2006 ± 0.25 
01-01-2006 – 23-12-2007 ± 0.5 
24-12-2007 – 09-03-2008 ± 0.75 
10-03-2008 – 26-06-2008 ± 1 
27-06-2008 – 06-11-2008 ± 2 
07-11-2008 – 23-03-2009 ± 3 
24-03-2009 – 25-11-2009 ± 5 
26-11-2009 – 10-02-2011 ± 3 
11-02-2011 – 31-12-2012 ± 1 
(Source: SBV 2013) 
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All FIEs open a capital account at a bank in Vietnam with the aim of monitoring the 
flow of foreign currency of FIEs into and out of Vietnam. FIEs can also open other 
foreign currency and VND accounts at other banks operating in Vietnam. Recent 
regulations allow FIEs to open overseas accounts in certain circumstances, but their 
opening of accounts at overseas banks must be approved by the SBV. Normally, the 
SBV approves overseas accounts opened by BOT enterprises for security purposes, 
such as those required under financing agreements or for the remittance of equity. 
Additionally, the SBV approves overseas accounts for the purposes of disbursement and 
repayment of an overseas loan, provided that the loan principal is not less than USD5 
million. These procedures indicate Vietnam’s efforts to improve the efficiency of the 
exchange policy regime to contribute to FDI inward growth. 
As Dunning’s FDI theory argued, the appropriate exchange rate policy and the power of 
the central bank and financial institutions can affect the attractiveness of a nation to 
multinational firms and the competitiveness of foreign enterprises, compared with 
indigenous ones, the way in which multinationals organise their production, and how 
they relate to the worldwide activities as already noted. Thus, the exchange rate policy 
in Vietnam has been a significant determinant of the flow of FDI to this host country, 
which is evidently supported by an empirical study’s results reported in Section 8.6.2. 
5.3.3  Labour policies 
The relationship between employers and workers and workers’ rights and obligations 
were officially recognised under the Labour Code passed on 23 June 1994. This code 
provided the foundation for labour regulations, including job training, labour contracts, 
holidays, wages, and conditions for female workers, and employing and dismissing 
employees. To respond to lessons learnt from its implementation, to align with the socio-
political strategy of the government, and to conform to the regulations on staffing, labour 
contracts, and unions in foreign-invested enterprises which were included in the Law on 
Foreign Investment (1996, 2000 and 2005), the labour code was amended in 2002, 2006, 
and 2007. The recent revision of the code was passed by the National Assembly of 
Vietnam on 18 June 2012. To protect employees, especially those working in FIEs, the 
labour codes of Vietnam have concentrated on regulations on recruitment, labour 
contracts, wages, working conditions, and other benefits for employees. 
In the late 1980s and early 1990s, FIEs had to recruit their employees through labour-
supplying centres; however, under the labour codes, FIEs are now allowed to recruit 
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Vietnamese employees directly as well as through recruitment centres. This provision 
indicates Vietnam’s shift towards market liberalisation in labour-policy reform, and it is 
expected to influence foreign investors’ location choices. This change not only helps 
Vietnam achieve FDI competition, but it generates a favourable business environment 
for FIEs where they can actively recruit employees. This is considered an important 
factor in FDI-location choices. 
FIEs are required to announce their recruitment in the mass media as well as posting 
their recruitment requirements at their head office with details of job descriptions, 
qualifications required, number of employees to be recruited, contract terms, salaries, 
and working conditions. For job positions with highly technical, managerial, or other 
qualifications for which Vietnamese personnel are not available, FIEs are allowed to 
recruit foreign citizens. However, before recruiting expatriates to work in Vietnam, 
foreign enterprises must explain the demand for labour and obtain written approval 
from the state authorities (Article 170 of LC 2012). 
According to the labour code, all employees, except those employed for less than three 
months, are required to sign employment contracts. An employment contract must be 
in writing and signed directly by the worker and a legal representative of the employer. 
Labour contracts are divided into three types: the contract without a fixed term in 
which the parties do not specify the term or the expiry date of the contract, the fixed-
term contract of 12 to 36 months in which both parties specify the term and the expiry 
date of the contract, and the casual contract or regular contract with a term of less than 
12 months (Article 22 of LC 2012). The terms of the employment contract must 
comply with the laws of Vietnam and the contract must be drawn up in the standard 
form issued by the Ministry of Labour, Invalids, and Social Affairs. 
The Vietnamese government’s labour policy has regulated a minimum wage, which 
varies according to geographic regions and types of work. Foreign enterprises must not 
pay salaries less than the statutory minimum wage levels applicable to untrained 
workers. For example, in 1996, the minimum monthly wage for workers in foreign-
invested enterprises was USD45, and in 2008 it was USD75. Since 2009, the minimum 
wage levels for the FDI sector have been set for four regions: USD122 for region 1, 
USD108 for region 2, USD94.5 for region 3, and USD91 for region 4. These figures 
were changed in 2011 (see Section 4.3.4.4). 
Compared with other countries, especially ASEAN countries, labour costs in Vietnam 
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generally are lower than those of other countries. For example, in 2012, the legal 
minimum monthly wage in Cambodia and Laos is USD80 and in Vietnam it is 
USD83, while it is USD1518.4 in Singapore, USD275.6 in the Philippines, USD260 
in Thailand, and USD255.06 in Malaysia as discussed in Section 2.4.5. This means 
that when foreign investors invest in Vietnam, they can obtain more advantages in 
terms of low input costs. 
Vietnamese labour policies have regulated working conditions (see Section 4.3.3.4) as 
well as other benefits for employees. For example, under the 2012 Labour Code, 
employees who have worked for at least 12 months are entitled to annual leave of 12 
days in addition to public holidays, while employees who have worked for at least 12 
months in certain hazardous and toxic conditions are entitled to 14 or 16 days annual 
leave (Article 111 of LC 2012). For every five years of work for an employer, the 
number of annual leave days is increased by one day (Article 112 of LC 2012). 
Workers are entitled to days of paid leave for the following personal reasons: three 
days for marriage; one day for marriage of son or daughter; and three days for death 
of parents, spouse’s parents, spouse, and son or daughter (Article 116 of LC 2012). 
Female employees are entitled to at least six months maternity leave (Article 157 of 
LC 2012). These working conditions indicate the Vietnamese government’s efforts in 
labour-policy reform in a market economy. Vietnam is considering further conformity 
with international labour practices to integrate into the practices of the global market, 
and this is expected to influence foreign investors’ location choices. 
Although the labour policies of Vietnam have improved the business environment and 
enhanced the flexibility of the labour market by promoting production and improving 
people’s lives, they still have some limitations. Dao Quang Thu states that labour 
policies are still insufficient and cause poor labour relations between Vietnamese 
workers and FIEs. For example, the low minimum wages is one reason for strikes. 
From 1995 to 2012, the country had 4142 strikes of which 3122 (75.4 per cent) 
occurred in FIEs. These strikes mainly occurred in FIEs from Taiwan, Korea, China, 
and Japan in labour-intensive sectors such textiles, mechanics, electronics, and 
footwear. However, if the law increases minimum wages, this will increase input costs 
for investors. Vietnam will then not compete as well with other countries in attracting 
FDI inflows. 
Work permits are valid for the duration of a foreign worker’s contract for a maximum 
of two years. This can be a major difficulty for foreign investors in terms of hiring 
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suitable employees for their business activities. Although Vietnam has been making 
significant efforts to improve human capital through its improving education policy, it 
still suffers from a shortage of qualified labour in a variety of fields, and the shortage 
is likely to become more acute as technology advances and service sectors develop. 
For most enterprises to engage in FDI, it is necessary for them to have unique 
characteristics that allow them to compete successfully in foreign markets. The unique 
characteristics result in competitive advantages for FIEs and give them particular 
strengths in the markets. As discussed in Chapter 2, according to Dunning’s Eclectic 
theory, a firm’s specific advantages can generate higher returns to overcome the 
disadvantages it faces abroad. They include both tangible assets, such as capital and 
manpower and intangible assets, such as ownership of proprietary technology, tacit 
knowledge, and management, marketing, and production skills that allow the 
enterprise to provide goods and services more competitively in the host country. 
However, the above provision of the labour code in limiting the recruitment of foreign 
citizens to work in FIEs might lead to difficulties for them in exploiting their specific 
advantages in doing business in Vietnam. For instance, in some cases, Vietnam lacks 
of qualified and skilled employees whom FIEs need, but FIEs cannot use their foreign 
employees who are trained to exploit their specific assets such as tacit knowledge and 
management, marketing, and production skills. 
Although the labour code regulates that foreign workers’ work permits can be 
renewed if it is demonstrated that a Vietnamese understudy is not capable of replacing 
the expatriate worker, it is still a problem for FIEs, because the duration of renewal is 
only one year. When a foreign enterprise wants to renew work permits for their 
expatriate employees, they must sign training contracts with Vietnamese employees 
who are expected to replace the foreign workers when their permits expire. In 
practice, Vietnamese understudying workers are not always satisfactory from the 
perspective of FIEs’ business goals. Mark Gillin, Vice President of AmCham Vietnam, 
claims that the labour code has made it difficult for foreign firms to renew work 
permits for their employees who are foreign citizens and the one-year duration of 
renewal is too short. This has put a huge administrative burden on FDI enterprises 
(Gillin 2013). 
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5.3.4  Open trade policies 
Openness to the global economy can boost the flow of global FDI, commodities, and 
technological transfer into and out of host countries, thereby improving their 
economy. As a part of creating the conditions for integrating within the global 
economy, most countries have adopted policies that encourage both imports and 
exports, which in turn can attract FDI inflows. These policies might help create new 
markets for the fledgling economies and provide a greater opportunity for investors to 
market their products and maximise their profits. Becoming a member of regional 
economic groups and signing multilateral and bilateral agreements on trade and 
investment might boost global FDI flows. 
Investment guarantees offered by host-government destinations are a significant means 
to bolster FDI, because foreign investors want to be reassured that their investments 
will be protected, as far as possible, against state actions. Thus, to enact investment 
guarantees and to improve the legal framework for FDI gradually, Vietnam signed 
several bilateral and multilateral agreements on trade and investment. These agreements 
are crucial for international economic integration, as well as for FDI encouragement and 
protection. 
Since 1986, Vietnam has opened its door to the world and has taken the first steps 
towards global economic integration. With the aim of developing multinational 
diplomatic and economic integration processes, and encouraging FDI to develop the 
country’s economy, Vietnam has gradually established diplomatic and economic 
relations with several bilateral and multinational partners. Vietnam has signed a number 
of multinational agreements, such as the Framework Agreement on the ASEAN 
Investment Area (AIA), the Asia Pacific Economic Cooperation forum (APEC), the 
Asia-European Summit, which includes the implementation of the Investment 
Promotion Action Plan (IPAP), the Framework Agreement on cooperation with the 
European Union (EU), and the ASEAN Free Trade Area (AFTA). 
Vietnam became a member of the WTO in January 2007. It is a signatory to the 
General Agreement on Trade and Services (GATS), and to the WTO’s Trade-related 
Aspects of Intellectual Property Rights (TRIPs), and Trade-related Investment 
Measures (TRIMs) agreements. In order to comply with the TRIMs’ requirements, 
Vietnamese laws related to intellectual property rights have to be in accordance with the 
WTO agreement on the protection of intellectual property rights (see Section 4.3.4.2). 
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Vietnam’s membership of the WTO marked a worldwide acceptance of the country in 
integrating with the global economy and becoming a free market economy in line with 
universal standards of economics. 
As described in the Dunning (1980) Eclectic theory, FIEs normally own specific assets, 
which enable them to be competitive in host markets. Examples of FIEs’ specific assets 
are technical know-how, managerial expertise, brand recognition, patents, trademarks, 
distribution networks, and product complementarity. FIEs require proper and developed 
intellectual property laws to protect their specific assets, especially technology and 
know-how. In other words, multinationals want to be sure that their assets—bought 
locally or transferred from abroad—remain in their possession and under their full 
control. This requires an independent and efficient judicial system, protection against 
criminality, solid and transparent ownership laws, and an effective system for 
registering ownership. Thus, jointing the WTO and developing laws related to 
intellectual property rights to comply with the TRIMs’ requirements helped Vietnam to 
attract FDI inflows, because this improved internalisation advantages that protect FIEs’ 
specific assets such as management know-how and intellectual property. In other words, 
this help FIEs exploit their specific assets when doing business in Vietnam. This is 
consistent with the Dunning (2008) FDI theory, which argues that stronger intellectual 
property right protection might result in a higher quality, as well as an increased 
quantity of FDI. 
The WTO treaties embody two fundamental principles: MFN (most favoured nation), 
which requires each WTO member country to give investors from other member 
countries treatment no less favourable than that accorded to any third country; and 
National Treatment, which requires each country to give nationals and companies of 
other member countries treatment no less favourable than that which it gives to its own 
nationals and companies (WTO 2008). Under these rules, Vietnam has to extend national 
treatment to FDI projects from WTO member nations, meaning that domestic and 
foreign-invested projects would be treated equally. 
Accordingly, Vietnam committed to granting trading rights for all import and export 
goods to foreign individuals and organisations from WTO member countries no later 
than 1 January 2007. Trading rights do not apply to the products reserved for ‘State-
trading’ enterprises such as tobacco, crude oil, and petroleum products. In addition, 
trading rights were phased in for some products. For instance, import rights for 
pharmaceuticals were phased in on 1 January 2009 and rights to export rice were not 
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granted until 1 January 2011. Although an importer is not permitted to distribute 
imported goods in Vietnam directly without a distribution licence, Vietnam is 
committed to increasing foreign participation steadily in distribution services. 
Vietnam signed bilateral trade agreements (BTAs) and bilateral investment treaties 
(BITs) with more than 90 of over 200 nations and territories that it had trade relations 
with, including China, Korea, Japan, Australia, New Zealand, and India. One 
considerable achievement of Vietnam’s international integration is the BTA between 
Vietnam and the United States. This BTA differs slightly from those with other 
countries, because it seeks to create protection for FIEs, and to create free access for 
investments in the economy of the other contracting party. This BTA lowers tariff and 
non-tariff barriers in the Vietnamese economy. Tariffs on exports are reduced from 40 
per cent to 3 per cent, and the target is to reduce all barriers to the market for US 
investment. 
In the BTA between Vietnam and the United States, the Vietnamese government has 
agreed to protect intellectual property rights, to accept foreign investment, and to 
introduce new economic and commercial transparency. This BTA has become a crucial 
component in creating a more secure and attractive market for FDI, and thus it is 
expected to yield an influx of investment into the Vietnamese economy. FDI from the 
United States to Vietnam more than doubled in the five-year period of 2002–2006 after 
the BTA ratification—compared to the previous five years of 1997–2001—when there 
was an increase from around USD0.1 billion in 2001 to approximately USD1 billion in 
2006. At the same time, Vietnamese exports to the United States more than doubled. In 
2007, Vietnamese exports to the United States were more than 10 times greater than 
their 2001 level. Since then, Vietnamese exports to the United States have increased 
continuously to reach a peak of USD19.7 billion in 2012, after reaching USD11.3 
billion in 2009, USD14.2 billion in 2010, and USD16.9 billion in 2011 (GSO 2007, 
2013). 
Internationalisation has forced nations to modify their policies to become more open and 
liberal. The entry of Vietnam into APEC, AFTA, and the WTO and its bilateral 
agreements with economic partners indicate the country’s commitment to developing 
investment policies. In particular, the United States–Vietnam BTA has had a significant 
effect, with FIFs in Vietnam able to expand production to export to the US market. The 
implementation of the WTO commitments has shaped a more predictable and integrated 
legal framework, as well as furthering the level playfield for FIFs doing business in 
 165 
Vietnam. The more participation of Vietnam in international trade associations and free 
trade and investment agreements, the more benefit to businesses located in Vietnam, in 
terms of country of origin subject to lower or zero import duties when exporting to the 
countries within the same associations and (or) agreements. 
In sum, although continuing policy development has facilitated FDI inflows in 
Vietnam, when assessing the policies on FDI—the Laws on Foreign Investment, tax-
incentive policies, exchange rate policies, labour policies, and open-trade policies—it is 
evident that the government and legal framework has an overlapping and conflicting 
regulatory system, causing many problems for FDI. Policies on FDI in Vietnam have 
short lives due to frequent changes and their unpredictability. The LFI has conflicted 
with other laws, and several clauses of this law are not clear enough. Hence, a number 
of decrees, circulars, and other regulations are issued by government agencies from 
time to time to guide the implementation of the laws. Investors have consequently had 
difficulty understanding FDI policies or have encountered problems when dealing with 
the massive number of regulations. Accordingly, FIEs in Vietnam might face 
difficulties if they have to pay high transaction costs and information costs arising from 
incomplete and unstable policy and legal frameworks. 
According to Dunning’s FDI theory, in order to attract more FDI inflows, as well as 
favourable tax rates, public administration must be flexible enough to encourage 
investors, and institutions must be more flexible, and documentation requirements and 
registration procedures must be less complicated for foreign investors. Ietio-Gillies 
(2005) states that a good policy framework can protect the firm against opportunistic 
behaviour as well as reducing the uncertainties of operating on the market. Porter 
(1998) argues that the governments of host countries have essential roles in ensuring 
that appropriate factor conditions are present, as well as setting a context that 
encourages upgrading through appropriate policies to attract inward FDI to develop a 
national economy. Besides, an OECD (2006) report shows that transparent information 
on how governments implement and change rules and regulations dealing with 
investment is a critical determinant in FDI location choices. A transparent and 
predictable policy framework dealing with investment can assist investors to assess 
potential investment opportunities on a more informed and timely basis, shortening the 
period before investment becomes productive. Thus, it is very important for the 
government of Vietnam to make further changes to policies on foreign investment to 
attract a substantial quantity of FDI and the desired FDI quality. 
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5.4  CONCLUSION 
Over the past two and a half decades, Vietnam has had some significant improvements 
in its legal and institutional framework overall and in policies on FDI in particular. Key 
changes in FDI policies indicate that Vietnam has increased the rights of foreign 
investors, created a legal and investment environment which is more favourable to them 
as it narrows the policy gap between the conditions for overseas and local investors. The 
LFI and its revisions have played a crucial role in attracting inward FDI. In addition to 
the LFI, policies relating to FDI such as tax-incentive policies, exchange rate policies, 
labour policies, and open-trade policies have been improved to create a more favourable 
legal and business environment for foreign investors. Vietnam’s international 
commitments on welcoming foreign investment have opened economic domains by 
reducing discrimination against overseas investors and by establishing mechanisms for 
investment promotion and protection. Vietnam has signed BTAs with more than 90 of 
over 200 nations and territories with which it has trade relations. Notably, Vietnam 
joined the WTO, which helps the country with legal provisions and protection, confirms 
the development of international economic integration, and contributes to creating a 
favourable investment environment, which is transparent and equal for investors in all 
economic sectors. However, the critical question is whether the patterns of FDI inflows 
in Vietnam have effectively achieved the aims and targets of Vietnam’s government 
policies on FDI. The next chapter discusses this issue in detail. 
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CHAPTER 6: 
THE PATTERNS OF FDI INFLOWS IN VIETNAM: 
FROM POLICY TO IMPLEMENTATION 
 
6.1  INTRODUCTION 
In Chapter 5, this thesis critically analysed Vietnam’s FDI policy framework. The main 
objective of Chapter 6 is to investigate whether the patterns of FDI inflows in Vietnam 
over the past two and a half decades have achieved the aims and targets of Vietnam’s 
government policies, and to offer some evidence-based analytical explanations for the 
actual outcomes of FDI flows into Vietnam. The early positive response of overseas 
investors to Vietnam’s economic policy reforms, especially after the 1987 LFI, attracted 
much attention from economists, policy-makers, and others. Annual gross inward FDI 
to Vietnam surged from almost nil in the late 1980s to an annual average of USD1.3 
billion in 1991–1995 and to USD2.7 billion in 1996. From 1997, there was a rapid 
decline in FDI inflows, bottoming at USD2.3 billion in 1999. Since then, however, there 
has been a notable recovery, reaching an average annual level of USD9.3 billion during 
2006–2012, up from USD2.7 billion during 2000–2005 (GSO 2013). Foreign-invested 
enterprises are found to have made significant contributions to the country’s 
development, including providing the capital to meet the economic growth target 
(Athukorala & Tran 2011; Nguyen 2004; Pham 2012), stimulating export activities 
(Nguyen & Xing 2008; Vo & Nguyen 2011), generating employment opportunities (Le 
2004; Pham 2004; Senturk 2011), and introducing a transfer of technology (Anwar & 
Nguyen 2008; Tran 1999). 
To attract not only FDI quantity, but the desired FDI composition and quality to develop 
the country’s economy, the government of Vietnam has introduced tax incentives for hi-
tech FDI projects, FDI projects generating significant employment, FDI going to 
difficult socio-economic regions, FDI to target sectors such as agriculture, health, and 
education, and FDI projects in special economic zones, including export-processing and 
industrial zones. 
To achieve the objective of this chapter, the patterns of FDI inflows in Vietnam under 
the economic policy reform process are carefully analysed in terms of provincial 
distribution, source country, ownership structure, sectoral composition, and FDI inflows 
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to special economic zones. As with Chapter 5, the analysis in this chapter is mainly 
based on data for the period 1986 to 2012, compiled from the Vietnam Statistical 
Yearbook (various issues) published by GSO, and legal and policy documents on FDI 
published by Vietnamese authorities. 
The rest of this chapter is organised as follows. Section 6.2 discusses FDI inflows to 
Vietnam by provincial distribution. Following this is an analysis of FDI inflows by 
source-country composition in Section 6.3. The changes in the form of investment that 
are closely linked with policy reform are investigated in Section 6.4. This is followed by 
an analysis of the changes in patterns of the sectoral allocation of FDI in Section 6.5. 
Section 6.6 assesses FDI inflows in special economic zones. The last section presents 
short conclusions on the patterns of FDI inflows in Vietnam. Figure 6.1 outlines the 
structure of this chapter. 
Figure 6.1  Structure of Chapter 6 
 
 
 
 
 
 
 
 
 
 
 
 
6.1  INTRODUCTION 
6.7  CONCLUSION 
6.3  FDI INFLOWS BY SOURCE COUNTRY 
6.2  FDI INFLOWS BY PROVINCIAL DISTRIBUTION 
6.4  FDI INFLOWS BY OWNERSHIP STRUCTURE 
6.5  FDI INFLOWS BY SECTORAL COMPOSITION 
6.6  FDI INFLOWS IN SPECIAL ECONOMIC ZONES 
 169 
6.2  FDI INFLOWS BY PROVINCIAL DISTRIBUTION 
The Dunning (1997) Eclectic theory argues that the geographical distribution of FDI 
might be explained by the ways in which enterprises organise their value-added 
activities and the location advantages of a host destination. Vietnam has 63 provinces 
(actually 58 provinces and the five centrally controlled cities of Ha Noi, Hai Phong, Da 
Nang, Ho Chi Minh, and Can Tho). The provinces are grouped by the Vietnamese 
government in six regions. These are Red River Delta; Northern Midlands and 
Mountain Areas; North Central and Central Coastal Areas; Central Highlands; South 
East; and the Mekong River Delta. This regional grouping of provinces is merely for 
development-planning purpose and there is no regional government body or intra-
regional coordination among the provinces within a region (Le 2012). Different regions 
have different location advantages such as labour quality, labour costs, infrastructure 
development, and domestic-market size that might lead to different capacities to attract 
FDI inflows (see Figure 6.2). 
Although Vietnam has one legal system and national economic policies that apply to 
the whole country, different provinces can often have different means of attracting FDI 
inflows for reasons such as capacity in FDI policy implementation and the economic 
conditions in each province, including market size, labour cost, and infrastructure 
development, which are analysed and assessed in Chapter 7. All 63 provinces of 
Vietnam have attracted FDI, but it has been unevenly distributed (Figure 6.3). So far, 
overseas investors have located their investments mostly in urban areas. In the period 
1988–1992, only five of the six regions received FDI inflows, with the South East 
region receiving the highest volume of FDI with more than 72 per cent of the total FDI 
projects. In the following two periods of 1993–1996 and 1997–2000, FDI was more 
evenly distributed in all six regions with significant increases in the Red River Delta 
and Central Highlands. Influenced by the LFI 1996, FDI inflows increased in the North 
Central and Central Coastal areas, the Central Highlands, and the Mekong River Delta. 
The periods 2001–2005 and 2006–2012 saw small FDI increases in the Northern 
Midlands and Mountain areas but the South East region remained dominant. 
Although Vietnam’s FDI policies aimed to broaden regional diversity (see Section 4.3.3 
and Section 5.2), the main distribution of FDI has remained concentrated in the South 
East and Red River Delta. The result of increasing FDI to these two regions may be the 
most beneficial and effective, given the country’s competitive environment and 
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location advantages. This outcome, however, is not a desirable one from a whole 
perspective on the country, because it may cause wide gaps in economic development 
resulting from FDI effects between regions within the country. 
Figure 6.2  A Comparison of Regional Economic Conditions in Vietnam in 2012 
Red River Delta  Unit 
Labour force from 15 years of 
age 
11,778.3 Persons 
Retail sales of goods and services 481,687 Bill.VND 
Population 19,999.3 1,000 
University and college students 897,087 Persons 
Telephone lines 4290.6 1,000 
Labour costs 3292.3 Mill.VND 
Northern Midlands and 
Mountain Areas 
  
Labour force from 15 years of 
age 
7241.4 Persons 
Retail sales of goods and services 97,079.5 Bill.VND 
Population 11,290.5 1,000 
University and college students 156,056 Persons 
Telephone lines 1845.6 1,000 
Labour costs 3326.1 Mill.VND 
North Central and Central 
Coastal Areas 
  
Labour force from 15 years of 
age 
11,359.7 Persons 
Retail sales of goods and services 313,766 Bill.VND 
Population 19,046.5 1,000 
University and college students 6345 Persons 
Telephone lines 3273.1 1,000 
Labour costs 3282 Mill.VND 
Central Highlands   
Labour force from 15 years of 
age 
3150.5 Persons 
Retail sales of goods and services 86,913.5 Bill.VND 
Population 5282 1,000 
University and college students 4605 Persons 
Telephone lines 819.6 1,000 
Labour costs 3516.6 Mill.VND 
South East    
Labour force from 15 years of 
age 
8642.4 Persons 
Retail sales of goods and services 672,323 Bill.VND 
Population 14,890.8 1,000 
University & college students  606,786 Persons 
Telephone lines 2964.6 1,000 
Labour costs 4033.4 Mill.VND 
Mekong River Delta   
Labour force from 15 years of 
age 
10,408.9 Persons 
Retail sales of goods and services 352,591 Bill.VND 
Population 17,330.9 1,000 
University and college students 144,017 Persons 
Telephone lines 2290 1,000 
Labour costs 3403.9 Mill.VND 
(Source: GSO 2013)
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Figure 6.3  FDI Inflows by Provinces and Regions in Vietnam from 1988 to 2012 
Provinces/Regions 
FDI 
Projects 
FDI (Mill. 
USD) 
 
Red River Delta 4034 48753.7 
 
 
Ha Noi 2456 21205.6  
Vinh Phuc 148 2466.9  
Bac Ninh 294 4158.2  
Quang Ninh 98 4200.3  
Hai Duong 272 5379.5  
Hai Phong 369 7247.8  
Hung Yen 240 2119.4  
Thai Binh 32 251.3  
Ha Nam 55 508.5  
Nam Dinh 41 260.1  
Ninh Binh 29 956.2  
Northern Midlands and 
Mountain Areas 375 4106.5 
 
Ha giang 8 13.3  
Cao Bang 14 34.6  
Bac Kan 7 17.9  
Tuyen Quang 9 120.6  
Lao Cai 32 837.8  
Yen Bai 19 100.0  
Thai Nguyen 32 148.4  
Lang Son 30 192.5  
Bac Giang 101 1668.8  
Phu Tho 79 454.9  
Dien Bien 1 0.1  
Lai Chau 4 4.0  
Son La 10 116.4  
Hoa Binh 30 397.2  
North Central and 
Central Coastal Areas 879 44386.0 
 
Thanh Hoa 44 7150.2  
Nghe An 33 1546.4  
Ha Tinh 46 10564.4  
Quang Binh 5 34.8  
Quang Tri 16 67.7 
 
Thua Thien - Hue 67 1948.3 
Hoang Sa 
Island 
Da Nang 239 3684.0 of Vietnam 
Quang Nam 79 4984.2  
Quang Ngai 23 3911.6  
Binh Dinh 53 714.9  
Phu Yen 57 6531.2  
Khanh Hoa 89 1033.3  
Ninh Thuan 29 775.6  
Binh Thuan 99 1439.5  
Central Highlands 137 811.2  
Kon Tum 2 72.0  
Gia Lai 12 85.7  
Dak Lak 5 146.4  
Dak Nong 6 19.7  
Lam Dong 112 487.5  
South East 8273 99002.7  
Binh Phuoc 102 759.3 
 
Tay Ninh 200 1627.5 
Truong Sa 
Island 
Binh Duong 2246 17969.3 of Vietnam 
Dong Nai 1101 19945.4  
Ba Ria - Vung Tau 287 26298.0  
Ho Chi Minh 4337 32403.2  
Mekong River Delta 775 10707.9  
Long An 464 3520.3  
Tien Giang 51 1072.7  
Ben Tre 32 261.5  
Tra Vinh 31 130.3  
Vinh Long 23 113.5  
Dong Thap 16 46.8  
An Giang 18 122.2  
Kien giang 35 3059.4  
Can Tho 59 801.1  
Hau Giang 12 680.3  
Soc Trang 10 30.0 
 
Bac Lieu 17 89.2 
 
Ca Mau 7 780.6 
 
The Top 
Provinces 
Attractin
g FDI 
1st  
2nd  4
th
  
9th  
5th  
7th  
10th  
3rd  
8th  
6th  
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(Source: GSO 2013) 
Seven of the 63 provinces and cities in Vietnam—Ho Chi Minh city and its 
neighbouring provinces such as Ba Ria-Vung Tau, Dong Nai, and Binh Duong in the 
South East region and Ha Noi city and its neighbouring provinces such as Hai Phong 
and Hai Duong in the Red River Delta region—attracted a total of USD130.4 billion, 
accounting for more than 61.9 per cent of the total FDI. Of the total FDI registered by 
Vietnam in the period 1988–2012, Ho Chi Minh, Ba Ria-Vung Tau, and Ha Noi 
accounted for more than 15.39 per cent, 12.49 per cent, and 10.07 per cent, respectively 
(see Chart 6.1). 
Chart 6.1  The Top Provinces Attracting FDI in the Period 1988–2012 
(Million USD) 
 
(Source: GSO 2013) 
To explain this imbalance, it is possible that both the South East and Red River Delta 
regions have the biggest cities, including Ho Chi Minh and Ha Noi, which are the 
commercial and administrative centres of the country. These areas have the advantages 
of a strong base of industrial, technological, and human resources as well as having 
better-developed infrastructure such as airports, highways, bridges, and 
telecommunications (see Table 6.1). Additionally, these big cities tend to attract the 
best-educated and most-talented citizenry from their neighbouring provinces, as well as 
having more active and influential business associations, leading to greater cross-
fertilisation of ideas between the public and private sectors. Moreover, these cities and 
provinces outperform other provinces in FDI attraction, because they have advantages 
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in labour policies and private-sector development services due to possessing more 
resources such as business matchmaking, trade fairs, vocational schools, and labour 
exchanges (see Chapter 7). 
Table 6.1  A Comparison of Some Economic Conditions of Selected Provinces in 
the Period 2008–2012 
Province FDI 
(Million 
USD) 
Market size 
(Total retail sales of goods 
and services in million 
USD) 
Labour quality 
(Number of 
university students) 
Infrastructure 
development 
(1000 telephones) 
Ha Noi 13,373.4 61,279.2 4,184,826 12,336.2 
Ho Chi Minh 22,494.7 97,834.9 3,237,642 12,683.6 
Binh Duong 12,717.6 12,125.4 116,977 1657.1 
Dong Nai 11,677 15,646.1 141,414 2604 
Dien Bien 1 892.5 19,102 347.8 
Lai Chau 0.1 369.8 19,062 203 
Bac Kan 1.8 518.5 6322 259 
(Source: GSO 2013) 
The literature argues that FIEs might benefit from the concentration of urbanisation, 
because such concentration can help them to enhance their levels of technology and to 
reap economies of scale due to knowledge spillovers, availability of human capital, and 
the use of joint networks of suppliers and distributors. FIEs might gain positive 
externalities from agglomeration, including complementarity between industries and 
experienced local administration. FIEs might also benefit from the presence of their 
competitors and (or) suppliers, since such a presence might help them to obtain valuable 
information. Unlike domestic enterprises having a better understanding of the local 
market, the local customers, and other country-specific conditions, multinational 
enterprises usually lack information about the local products and market factors and 
social and political situations of the host nation, which make them less competitive, 
because they have to pay higher costs of obtaining information about local markets, 
including local knowledge, competitors and suppliers, and market opportunities. Thus, 
FIEs prefer to locate their facilities in economically more advantaged provinces where 
necessary information for their business is transparent and easy to access. 
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The provincial distribution of FDI in Vietnam is in line with Dunning’s FDI theory that 
indicates that to make an investment decision, FIEs utilise both public and private 
information. Public information on market size, economic growth, infrastructure, and 
FDI policies is easier to access in large urban provinces, whereas information about the 
strategies for selecting partners or the practical implementation of FDI policies is often 
obtained via personal relationships or through a network of foreign investors. FIEs 
therefore prefer to locate in urban places so that they can benefit from information-cost 
savings associated with proximity to a market, labour supply, good communications, 
and commercial services. 
According to Dunning (2000), recently both national and sub-national-level policy-
makers have been more aware of the need to provide appropriate economic policies, for 
their domestic enterprises to generate firm-specific assets consistent with the demands 
of global markets, and for FIEs to engage in the kind of value-adding activities, which 
advance the dynamic comparative advantage of the immobile assets within their 
jurisdiction. In line with Dunning’s theory, together with the central government, the 
local governments in large and urban provinces and cities in Vietnam are aware of the 
role of FDI in socio-economic development, so they have developed positive policies to 
attract FDI inflows into their provinces and cities. 
Importantly, the local governments in these provinces and cities are aware of the role of 
FDI in socio-economic development, so they are more motivated and capable of 
attracting FDI inflows into their provinces and cities. It is argued that provinces 
pursuing an FDI-friendly environment in the liberalisation process, such as Binh Duong 
and Dong Nai, may benefit from first-mover advantages to develop into hubs of 
economic activity, especially in terms of attracting FDI to develop the provincial 
economy (Dinh 2009). For instance, Dong Nai was one of the top provinces attracting 
FDI, with 1101 FDI projects and $US19.94 billion of FDI by 2012. Dinh Quoc Thai 
acknowledges that FDI has played a critical role in developing Dong Nai province’s 
economy, accounting for 91 per cent of imports and exports, employing about 500,000 
employees and contributing 40 per cent of the province’s revenue. To achieve this, the 
provincial government of Dong Nai has applied the policy called ‘the government 
accompanying enterprises’ and has focused on improving administrative procedures at 
all sub-national governments from provincial and district to ward levels (Dinh 2013). 
Theoretically, a country’s informal institutions, such as the practices of law enforcement 
by local government, might influence provincial FDI distribution in a country. In 
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transition economies, reform initially concerns primarily formal institutions at the 
national level, and then this directly affects formal institutions at the provincial level. 
The implementation of the law and regulations issued by the central government might 
vary because of variations of normative or cognitive aspects of local policy-makers. 
Like other transitional countries, including China, Vietnam has implemented a 
decentralisation policy. Provincial governments might decide how to practise policies 
set at the central level. When local governments have friendly and supportive treatment 
to reduce difficulties and transaction costs for business establishment, these provinces 
can be accorded preferences from foreign investors. By contrast, if local governments 
have conservative inherited norms and lack of recognition of the purpose of regulatory 
changes, foreign investors might face a lot of red tape at the local level, such as delays 
in administrative progress, which in turn can be a deterrent to inward FDI. 
However, although the Vietnamese government has tried to offer investment incentives, 
particularly tax incentives, for FDI projects in remote provinces, most of these 
provinces have not been able to attract significant FDI inflows and some of them have 
not attracted any FDI inflows. To encourage and promote FDI flows to provinces with 
extreme socio-economic difficulties, the Vietnamese government issued Decree No. 
108/2006/ND-CP on 22 September 2006, and then Decree No. 124/2008/ND-CP on 11 
December 2008. These decrees enabled FDI projects in provinces with extreme socio-
economic difficulties to receive a full exemption on corporate income tax for the first 
four years of operations and a 50 per cent reduction on the corporate income tax rate for 
the subsequent nine years. FDI projects in provinces with socio-economic difficulties 
could obtain a full exemption on corporate income tax for the first two years of 
operations and a 50 per cent reduction on the corporate income tax rate for the 
subsequent four years (see Section 4.3.4.1 and Section 5.3.1). 
Offering these tax incentives has not been effective in attracting inward FDI to 
provinces with socio-economic difficulties (small market size, low level of labour skills, 
and poorly developed infrastructure), including Bac Kan, Cao Bang, Lai Chau, Dien 
Bien, Quang Binh, Gia Lai, and Kom Tum (see Appendix 6.1). For example, Dien Bien 
province could not attract any FDI projects from 2006 to 2012, and Lai Chau province 
could not attract FDI inflows from 2009 to 2012 (see Chart 6.2). Although tax 
incentives can generally enhance attraction of FDI inflows to Vietnam, they have not 
achieved the objectives of the government’s tax-incentive policy for attracting FDI 
flows to areas with extreme socio-economic difficulties, as well as areas with socio-
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economic difficulties. This might be because the economic conditions of these 
provinces (see Table 6.1) are too poor to help FIEs to be successful, even when they 
gain special incentives. This is disappointing for the government because these 
provinces do not have the kind of infrastructure and capacity to develop opportunities to 
take advantages of FDI to develop their economies.  
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Chart 6.2  Inward FDI to Provinces in Vietnam in 2001, 2006, 2009, and 2012 (Million USD) 
 
(Sources: GSO 2002, 2009, 2013) 
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6.3  FDI INFLOWS BY SOURCE COUNTRY 
As at the end of 2012, overseas direct investors in Vietnam came from more than 90 
nations and territories around the world; however, Asian nations have accounted for the 
majority of FDI inflows. Indeed, of the total of USD210.5 billion of FDI with 14,522 
FDI projects in Vietnam, seven of the 10 largest foreign investors are from the Asian 
nations of Japan, Taiwan, Singapore, South Korea, Hong Kong, Malaysia, and Thailand 
(see Chart 6.3). 
Chart 6.3  The 10 Largest FDI Source Countries in Terms of FDI Inflows in Vietnam in 
the Period 1988–2012 (Million USD) 
 
(Source: GSO 2013) 
Among these countries, Japan is the main foreign investor with USD29 billion of FDI 
and 1849 FDI projects, followed by Taiwan with USD27.1 billion and 2234 FDI 
projects, Singapore with USD24.9 billion and 1119 FDI projects, South Korea with 
USD24.8 billion and 3197 FDI projects, Hong Kong with USD12 billion and 705 FDI 
projects, Malaysia with USD10.2 billion and 435 FDI projects, and Thailand with 
USD6.1 billion and 298 FDI projects (see Table 6.2). The capital invested by these 
nations accounted for more than 63.53 per cent of accumulated FDI in Vietnam, 
whereas the United States, British Virgin Islands, and Cayman Islands have played less 
important roles. The United States and Cayman Islands have both constituted 8.56 per 
cent and British Virgin Islands 7.31 per cent. Although the United States is a latecomer, 
its investment in Vietnam increased after the US–Vietnam BTA was signed in 2001, 
taking it to the seventh position of investment ranking. The investments from European 
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nations were still small in 1988–2012, accounting for about 10 per cent of the numbers 
of projects, 15 per cent of the planned FDI, and 20 per cent of the implemented FDI. 
Table 6.2  The Top 10 Source Nations by FDI Projects and FDI in Vietnam in the 
Period 1988–2012 
Countries Number of 
projects 
Percentage of 
number of 
projects 
Total planned FDI 
(Million USD) 
Percentage of 
planned FDI 
Japan  1849 12.73 28,699.6 13.63 
Taiwan 2234 15.38 27,129.1 12.87 
Singapore 1119 7.71 24,875.3 11.82 
South Korea 3197 22.01 24,816 11.79 
British Virgin 
Islands 
510 3.51 15,386.4 7.31 
Hong Kong 705 54.85 11,966.7 5.68 
United States 648 4.46 10,507.2 4.99 
Malaysia  435 3.00 10,196.4 4.84 
Cayman Islands 54 0.37 7506 3.57 
Thailand 298 2.05 6063.7 2.88 
Others  3473 23.92 43,375.2 20.62 
TOTAL 14,522 100 210,521.6 100 
(Source: GSO 2013) 
Among more than the 90 nations and territories investing in Vietnam, investors from 
Japan, the United States, and EU countries such as the United Kingdom and France 
invest mainly in technology-intensive industries such as electronics, automobiles, 
machinery and equipment, telecommunications devices, electrical machinery, and 
computer and office equipment. In contrast, investors from newly industrialised 
countries in Asia such as Singapore, Taiwan, South Korea, and other ASEAN countries 
invest mainly in labour-intensive sectors such as food, beverage, textiles, garments, 
leather, and furniture manufacturing. This may be because investing in labour-intensive 
sectors can help foreign investors to achieve competitive advantages in the international 
market through exploiting the abundant and cheap labour force in Vietnam. The trend of 
FDI inflows by source country in Vietnam is in line with Dunning’s theory, which 
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argues that FDI from developing nations flows to labour-intensive and low-technology 
production, whereas FDI from developed nations flows to high-technology production. 
FDI projects from the United States and EU countries such as the United Kingdom are 
much larger than those from Asian countries. For example, in the period 1988–2012, 
FDI from Hong Kong accounted for 54.84 per cent of the number of FDI projects but 
accounted for only 5.68 per cent of the value of FDI; and FDI from South Korea 
accounted for 22.01 per cent of FDI projects, but accounted for 11.79 per cent of FDI; 
whereas FDI from the United Kingdom accounted for 3.51 per cent of FDI projects but 
accounted for 7.31 per cent of FDI; and FDI from the United States accounted for 4.46 
per cent of FDI projects but accounted for 4.99 per cent of FDI (see Table 6.2). 
Table 6.3 shows the changes of source countries of FDI in Vietnam from 2001 to 2012. 
The share of FDI flows from OECD countries increased rapidly. For example, Japan 
increased from USD102 million in 2002 to USD945.3 million in 2005, and to USD5.5 
billion in 2012; Singapore increased from USD42.2 million in 2002 to USD247 million 
in 2005, and to USD1.9 billion in 2012; and South Korea increased from USD267.3 
million in 2002 to USD929.4 million in 2005, and to USD1.2 billion in 2012 (GSO 
2006, 2013). The relative increase of OECD FDI in the period 2002–2012 was due to 
new investment from the United States, Japan, Australia, the Netherlands, Germany, 
and South Korea. 
Chart 6.4 shows that there is a very significant increase of FDI inflows from a number 
of source countries such as Japan, Taiwan, and Singapore. It is possible that it is the 
positive effect of the Law on Investment 2005 and joining the WTO in 2007. This law is 
a part of Vietnam’s efforts to create a new legal framework for investment and a more 
favourable business environment to attract more capital resources, as well as 
conforming to international investment practices as it attempts to integrate further into 
the global market. Thus, Vietnam can attract more FDI inflows, especially from 
developed countries. This outcome is consistent with the Dunning (2002) FDI theory 
prediction that the transparent, stable, and predictable government policies of host 
countries have played a significant positive role for FDI from industrialised countries. 
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Chart 6.4  FDI Inflows in Vietnam by Source Countries in 2002, 2005, and 2012  
(Million USD) 
 
(Sources: GSO 2003, 2006, 2013) 
As already noted, FDI from Japan and EU countries such as the United Kingdom and 
France concentrate mainly on investing in technology-intensive industries such as 
electronics, automobiles, machinery and equipment, telecommunications devices, 
electrical machinery, and computers. This may be because of FDI investors’ motivation 
of gaining efficiency in a global supply chain and exploiting potential domestic markets 
and natural resources in Vietnam. According to Dunning (1993, 2008) and Cui et al. 
(2014), resource-seeking investment is investment that occurs overseas to acquire 
resources at a lower cost than can be obtained in the home market or to gain privileged 
access to resources vis-à-vis competitors. These resources can be land and building 
costs, costs of raw materials, components, and parts, low-cost unskilled labour, and the 
availability of low-cost skilled labour. Market-seeking investment is investment 
overseas to supply goods and services to the host country market, as well as serving 
country-specific consumer preferences. In order to reduce the costs involved in 
supplying a foreign market, foreign investors will carry out production by simply 
duplicating their plants in the host country, instead of exporting products from their 
home countries. Efficiency-seeking investment is investment from which foreign 
investors can take advantage of the costs of resources and the capabilities listed adjusted 
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for the productivity of labour inputs; costs of transport and communication to, from, and 
within host economy; membership of a regional integration agreement conducive to 
promoting a more cost-effective inter-country division of labour; and quality of market-
facilitating institutions. 
Vietnam has the advantage of a highly educated labour force in certain urban centres 
and an abundant cheap labour force. The percentage of university students to the 
country’s total population increased over time, accounted for 0.28 per cent in 1990, 0.94 
per cent in 2000, and 2.53 per cent in 2011 (WB 2014). Compared with other countries, 
especially ASEAN countries, labour costs in Vietnam generally are relatively lower 
(see Section 2.4.5), and the educated labour force is relatively higher (see Section 
2.4.4). The labour force of Vietnam therefore consists of employees that may attract 
foreign investors who are seeking resources from developed countries. 
Vietnam also has the potential market size with a GDP growth rate that averaged 6.12 
per cent from 2000 to 2012 (see Section 2.4.3). State-owned and domestic private 
enterprises are unable to meet the increasing demand for products of technology-
intensive industries, including electronics, automobiles, machinery and equipment, 
telecommunications devices, electrical machinery, and computers due to a shortage of 
resources such as capital, manpower, and technology. This needs to be supplied by 
foreign investors, who are seeking new markets from developed countries. Further, 
Vietnam signed bilateral trade agreements and bilateral investment treaties with more 
than 90 nations with which it has had trade relations (see Section 5.3.4). This economic 
integration helps Vietnam to attract foreign investors, who aim to gain efficiency in the 
global supply chain from developed countries. In other words, multinationals from 
developed countries can locate some parts of their production chain with the aim of 
exploiting the comparative advantages of Vietnam in international production. 
The flow of FDI into Vietnam from developed countries is consistent with the main 
message of Vernon’s Product Life Cycle theory, which indicates that FIEs develop new 
products in their home nations, using local resources and technologies, to respond to 
domestic market demand. After that, they diffuse the innovations to other countries step 
by step, first to nations that are close to the stage of development achieved by the home 
nation, and then to developing economies. Dunning’s FDI theory argues that 
multinationals invest in an overseas destination when demand there is expected to be 
able to support local production; they invest in low-cost locations, such as developing 
nations, when cost pressures become intense. FIEs shift production to developing 
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nations when product standardisation and market saturation give rise to price 
competition and cost pressures. Thus, Vietnam is a destination to which FDI from 
OECD countries can be expected to flow. In other words, FIEs from OECD countries 
invest in Vietnam, where labour costs are low, and it is considered a good way to reduce 
input costs, which in turn can help them to gain more benefits. 
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Table 6.3  FDI Inflows in Vietnam by Source Countries from 2001 to 2012 (Million USD) 
Countries 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 
Australia 19.5 9.9 163.8 40.7 63.2 25.4 215.4 56.7 93.3 34.5 188.3 11.3 
British Virgin Islands 59.5 79.4 210.7 245.7 375.6 623.2 4410.5 4052.6 1101.4 823.1 496.8 822.1 
Canada 1.8 10.6 25.5 157.3 38.1 76.3 146 4237.7 24.7 48.2 52.8 21.6 
China 61.6 74.8 152.2 91.6 120.7 401.3 572.5 373.5 380 685 757.7 371.2 
FR Germany 6.9 8.5 3.3 8.7 21.7 33.2 168 56.6 102.9 46.1 56.3 188.8 
Federation of Russian 
States 11.8 27.5 10.1 38.3 3.9 14.5 12 69 335 146 38.7 143.1 
France 407.2 6.1 7.2 20.1 28.2 68.1 226.2 87.5 123.6 30.1 62.9 108.9 
Hong Kong SAR 67.2 179.1 123.6 257.2 561.7 1693 607.4 409 774.9 248.7 3460.7 729.1 
Italy 1 7.5 4.8 2.7 10.7  49.6 20.5 57.2   65.2 
Japan 163 102 120.8 784.8 945.3 1490.4 1385.9 7578.7 715 2399 2622 5593.1 
Republic of Korea 114.1 267.3 336.2 469.1 929.4 3106.5 5395.4 2019 1911.5 2545.2 1540.2 1285.2 
Luxembourg  4.9 0.5 4 771.9 3.2   187.8 110.4 398.1 11.3 
Malaysia 25.2 113.6 56.9 188.8 258.4 91.6 1172.6 14969.2 223.6 491.3 458.3 238.4 
The Netherlands 573.8 1.1 39.1 74.5 125.6 345.6 236.3 16.9 165.9 2417.5 394.2 119.1 
Singapore 271.2 42.2 54.8 386.7 247 675.3 2572.3 4495.8 922.5 4585.6 2306.4 1938 
Switzerland 1.9  0.5  25.4 51 5 658.9  290.7 269  
Taiwan 467.3 312.3 371.9 1062 753.1 845.8 2489.7 8851.7 1626.5 1453.1 579 2658.1 
Thailand 43.7 42 49.7 28.3 107 150.2 291.7 4046.2 102.8 166.2 212.4 199.4 
United Kingdom 9.1 25.7 8.6 14.4 29.8 80.5 80.5 565.1 50.8 56.7 334.5 43.2 
United States 113.2 142.7 57.7 105.2 333.4 816.5 388.3 1519.4 9945.1 1936 299.9 160.4 
Others 84 100.5 60.9 242.1 1089.7 1412.2 922.5 9927 4262.8 1373 1069.9 1640.5 
Total  2503 1557.7 1858.8 4222.2 6839.8 12003.8 21347.8 64011 23107.3 19886.1 15598.1 16348 
(Sources: GSO 2003, 2009, 2013)
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Although in recent years, FDI flows from developed countries to Vietnam have 
increased, the main sources over the past two decades still come from developing Asian 
countries. In comparison with FDI projects from developed countries, FDI projects from 
developing countries use low-technology equipment or even out-dated technology as 
Dunning’s theory has argued: FDI from developing nations flows to low-technology 
production, whereas FDI from developed nations flows to high-technology production. 
The Vietnamese government has offered special tax incentives for FDI projects using 
high technology, but this aim has not been achieved. According to Decree No. 
124/2008/ND-CP on December 11 2008, FDI projects using high technology can obtain 
the incentive tax rate of 10 per cent for 15 years, and receive a full exemption on 
corporate income tax for the first four years of operations, and receive a 50 per cent 
reduction on the corporate income tax rate for the subsequent nine years. Vietnam has 
not attracted FDI projects with high technology as was hoped and expected. 
Several observations can be made. One is that FDI projects using high technology in 
industries such as oil and gas, telecommunications and electronics, and automobiles 
account for a relatively small share, whereas FDI projects using low or medium levels 
of technology in sectors such as food, beverage, textiles, garments, leather, and 
furniture-manufacturing industries account for the major part of FDI. One reason for 
this is that the majority of FIEs in Vietnam are small and medium enterprises from 
Asian countries, which themselves do not have access to the latest technology. 
Additionally, about 40 per cent of equipment and machinery imported by FIEs is over 
10 years old, suggesting that the transfer of advanced technology in these cases has been 
limited. 
It is reported that in 2012, the number of FDI projects using high technology in Vietnam 
is very low. Only 5 to 6 per cent of FDI projects in Vietnam use advanced technology; 
over 80 per cent of FDI projects use average technology; and about 14 per cent of FDI 
enterprises use low and out-dated technology (MPI 2013). As Dao Quang Thu claimed, 
since the use of technology in FDI projects is not high, the technology transfer between 
businesses is limited. Because of using low technology, FDI firms in Vietnam have 
mainly performed processing for their foreign partners. This evidence shows that the 
policy of attracting high-tech FDI projects in Vietnam has not been as effective as 
intended, because despite government policies offering great incentives to high-tech 
FDI projects, most FDI projects in this country are small scale with moderate 
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technology. As already noted, FDI sources in Vietnam are mainly from Asia and invest 
mainly in labour-intensive sectors using low technology. 
6.4  FDI INFLOWS BY OWNERSHIP STRUCTURE 
When a multinational corporation seeks to invest equity in a foreign nation, it has to 
decide whether to establish a wholly owned enterprise (wholly owned FIE) or a joint 
venture (JV). This decision has significant strategic importance owing to the inherent 
benefits and risks of each foreign establishment and entry mode. It has often been 
suggested that FIEs have a competitive disadvantage relative to local firms because of a 
lack of information about local market conditions and the higher costs of 
communication and transport. To overcome these drawbacks and to operate profitably 
in global markets, FIEs need some kind of firm-specific advantages (Hymer 1976). 
As expressed in the Wernerfelt (1984) Resource-Based theory, firm-specific advantages 
arise from ‘tacit knowledge’, including technical knowledge, patents, and management 
skills. Nelson and Winter (1982) show that tacit knowledge is a component embedded 
in individual skills and organisation routines, which create values only in the enterprises 
in which they have evolved. According to Kogut and Zander (1993), the more tacit the 
knowledge is, the more enterprises prefer to set up wholly owned FIEs rather than JVs. 
Further, as suggested by Williamson (1975) in the Internalisation theory, foreign firms 
establishing JVs with local partners might be subjected to transaction costs arising from 
writing and enforcing contracts, haggling over terms and contingent claims, and 
administering transactions. 
On the other hand, the literature has suggested that JVs are preferred when investors 
need access to information, particularly about local market conditions. Kokko et al. 
(2003) argue that at the beginning of the transition process, the difficulty in gaining 
access to information about the investment environment in host countries encourages 
foreign investors to form JVs with local firms, especially state-owned enterprises 
(SOEs). In such cases, the privileged positions and the extensive networks of SOEs can 
facilitate a smooth entry and success in the market for FIEs. However, at more 
advanced stages of economic transition, when information is more available to overseas 
investors, wholly owned FIEs are preferred to JVs because they avoid the transaction 
costs of searching, negotiating, and monitoring local partners (Meyer 2001). 
Scholarly research has revealed that JVs have emerged as an important entry mode and 
the conditions that are conducive to the establishment of JVs, including the possession 
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of complementary assets, opportunities for collusion, and barriers to full integration. 
Although foreign investors prefer to set up wholly owned FIEs, there are several 
reasons why they would agree to take part in JVs. For instance, government policies in 
host countries may make JVs the only available mode of entry. Further, the JV partners 
can provide complementary skills; JVs might be used as a means of alleviating country 
risk and JVs might be attractive in cases where the project is too big for a foreign 
investor (Moosa 2002). 
The process of FDI flows to Vietnam has been in line with the above literature and 
theoretical views. The entry modes of inward FDI have undergone some changes with a 
clear trend observed. In the early years under the LFI 1987, there were three entry 
modes of investment: (1) JVs, (2) BCCs, and (3) wholly owned FIEs. Both JVs and 
BCCs involved investments by domestic and foreign participants. The major difference 
between these two forms of investment is that the former require joint investment and 
management and the sharing of profits and losses according to the proportion of their 
investment, while the latter usually involve a formal contract for cooperation and an 
agreed share of the profits and losses according to the venture contract. By contrast, 
wholly owned FIEs were set up by foreign investors with their own capital and all the 
risks, gains, and losses were self-financed. Among these three entry modes of 
investment, JVs were the most popular form in the early years. 
Most foreign investors preferred to cooperate with Vietnamese partners to establish JVs, 
and the Vietnamese partners in all cases were SOEs. In this way, the JVs could benefit 
from privileged access to government and advantages in accessing credit and land and 
administrative procedures. Besides, the engagement of overseas investment in JVs 
helped to deflect the high risk and uncertainty in the economic environment. Overseas 
partners had to rely on cooperation with SOEs because the development of the domestic 
private sector was not encouraged equally with SOEs under the LFI at that time. 
Another reason for this cooperation in establishing JVs in Vietnam in the early years 
was that foreign investors tend to rely on SOEs for dealing with the authorities and for 
land-use rights, and because of the economic uncertainty. 
In the early stages, 1988–1992, a well-known feature of FDI in Vietnam expressed in the 
studies of that period was the dominance of the entry mode of JVs, accounting for over 
70 per cent of the total FDI projects and 75 per cent of the total FDI. Foreign investors 
were unfamiliar with and lacked information about the Vietnamese investment 
environment, and SOEs were the only legal partners in JVs. An amendment to the LFI 
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1992 gave wholly owned FIEs the same status as JVs, and thereafter JVs declined in 
their share of the total FDI and their share in the total number of FDI projects, whereas 
there was a significant increase in the share of wholly owned FIEs in terms of the number 
of projects and the value of committed FDI. 
By 2001, wholly owned FIEs accounted for more than 70 per cent of the total FDI 
projects and about 55 per cent of the total FDI. The main factor that led to this shift in the 
ownership structure of FDI inflows appeared to be the permission for full overseas 
ownership of export-oriented enterprises as part of the new FDI policy adopted in 2000. 
As foreign investors became more familiar with the Vietnamese business environment, 
they were willing to carry out foreign investment having whole equity ownership and 
control. In this way, it became easier for them to do business independently. 
In the period 2001–2005, there was a diversification of FDI entry modes and the number 
of wholly owned FIEs exceeded JVs. By 2007, wholly owned FIEs accounted for more 
than 77.6 per cent of the licensed FDI projects and 61.6 per cent of the FDI, while JVs 
accounted for only 18.9 per cent of the total licensed FDI projects and 28.9 per cent of the 
total FDI. The rest of the enterprises were BCCs with 2.6 per cent of the total licensed 
FDI projects and 5.4 per cent of the total FDI and BOT, BT, and BTO projects, with 0.1 
per cent of the total licensed FDI projects and 2 per cent of the total FDI (GSO 2008). 
The policy reform had significantly improved the investment environment and overseas 
investors were now allowed any form of investment in most sectors and services. They 
followed the trend in preferring to form wholly owned FIEs, probably in order to avoid 
conflict and make business decisions easily. 
In the early stages, JV projects were, on average, much larger than wholly owned FIE 
projects because all of the JVs were established through cooperation between overseas 
partners and large SOEs. However, recently this trend has changed and wholly owned 
FIE projects are now larger than JV projects. In 2000, JVs invested USD10.7 billion in 
Vietnam and wholly owned FIEs invested USD6.3 billion; in 2004 JVs invested 
USD13.4 billion, while wholly owned FIEs invested USD15.9 billion, and in 2008 JVs 
invested USD21.5 billion, while wholly owned FIEs invested USD45.6 billion (GSO 
2013). Further, wholly owned FIE projects operate in the higher export-oriented sectors 
than do the JV projects. BCC has been often chosen for projects in oil and gas exploration 
and exploitation, the erection and operation of telecommunications networks, and 
advertising, while BOT, BTO, and BT projects have been often selected for infrastructure 
construction and development. 
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In line with the increasing capital investment in Vietnam via wholly owned FIE projects, 
the number of wholly owned FIEs generating considerable employment has been much 
greater than JVs and has increased over time. For example, there were 10 wholly owned 
FIE projects employing 5000 workers and above in 2001, 22 wholly owned FIE projects 
employing 5000 workers and above in 2005, and 37 wholly owned FIE projects 
employing 5000 workers and above in 2008, while there was only one JV project 
employing 5000 workers and above in 2001, two JV projects employing 5000 workers 
and above in 2005, and four JV projects employing 5000 workers and above in 2008 (see 
Figure 6.4). By the end of 2012, the number of wholly owned FIE projects employing 
5000 workers and above had increased to 53, while JV projects employing 5000 workers 
and above had increased to just six (see Appendix 6.2). 
Figure 6.4  FDI Projects with Significant Employment 
 
(Sources: GSO 2004, 2013) 
Generally, FDI inflows have shifted from JVs to wholly owned FIEs and the number of 
wholly owned FDI projects with significant employment has increased every year. This 
has met an objective of the Vietnamese government’s FDI policy because Decree No. 
108/2006/ND-CP encourages FDI projects employing 5000 employees and above by 
offering special tax incentives. The wholly foreign-owned enterprises have therefore 
helped to reduce unemployment in Vietnam. 
6.5  FDI INFLOWS BY SECTORAL COMPOSITION 
The sectoral distribution of FDI inflows varies from destination to destination and from 
year to year. This may be because different types of FDI tend to be associated with 
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different ownership, location, and internalisation advantages and the commercial 
motivations of foreign investors such as natural-resource seeking, domestic-market 
opportunities, and gaining productive efficiency, particularly with labour-intensive 
manufacturing (Dunning 2001). Many factors that are unique to a particular destination 
during a particular period work together in determining how FDI flows into the various 
sectors of an economy. Scholarly research has revealed that import-substituting 
manufacturing FDI is determined by factors such as local market size, transport costs, 
government policy on imports, and firms’ strategies in exploiting their ownership-
specific advantages; FDI in primary products and rationalised manufacturing is led 
more by other factors, including the local resources, taxes and incentives, export 
markets, and the extent to which trade is free between home and host nations, as well as 
between the host nations in which FIEs are located. 
Akin to the geographical distribution of FDI in Vietnam, the distribution of FDI across 
the country’s economic sectors is skewed. Vietnam has been able to attract FDI to most 
of its economic sectors, but the balance has changed over time. In the early years of the 
LFI 1987, FDI inflows focused mainly on oil and gas, hotels, tourism, and other service 
industries; during the 1990s, the manufacturing sector was an important component of 
the total FDI inflows. After the introduction of the LFI 1992, FDI inflows in economic 
sectors in Vietnam changed quickly. Manufacturing industries, construction, and food 
processing gained the leading positions. FDI in heavy industries increased from 10.3 per 
cent with USD17 million in 1991 to 22.7 per cent with USD445 million in 2000; FDI in 
light industries increased from 6.1 per cent with USD10 million in 1991 to 16.6 per cent 
with USD326 million in 2000; and FDI in food-processing industries increased from 1.7 
per cent with USD3 million in 1991 to 6.4 per cent with USD126 million in 2000. 
Especially notable is that FDI in construction increased from zero in 1991 to 11.3 per 
cent with USD221 million in 2000. By contrast, oil and gas decreased sharply from 41 
per cent in 1991 to 10.5 per cent in 2000, and transport and communications decreased 
from 17.4 per cent in 1991 to 1.4 per cent in 2000 (see Table 6.4 and Chart 6.5). 
 
 191 
Table 6.4  Sectoral Compositions of FDI Inflows to Vietnam in the Period 1988–2000 
        Sectoral Compositions 1988–91 1992 1993 1994 1995 1996 1997 1998 1999 2000 
(Million USD)           
Heavy industries 17 20 74 306 314 478 701 491 424 445 
Light industries 10 10 45 149 267 412 363 225 182 326 
Food 3 15 144 126 186 116 174 164 178 126 
Oil and gas 69 73 375 617 567 377 261 375 345 205 
Construction 0 6 44 38 133 261 407 198 152 221 
Transport and communications 29 19 27 49 155 82 101 80 106 28 
Hotels and tourism 19 43 83 209 261 289 227 233 128 164 
Office property and apartments 9 10 30 70 172 132 261 237 212 135 
Agriculture, forestry, and fisheries 14 12 32 37 130 113 234 124 192 208 
Other services 0 107 69 35 154 231 149 120 120 101 
(Share in total FDI - per cent) 
Heavy industries 10.3 6.5 8 18.7 13.4 19.2 24.4 21.8 20.8 22.7 
Light industries 6.1 3.1 4.9 9.1 11.4 16.6 12.6 10 8.9 16.6 
Food 1.7 4.8 15.6 7.7 8 4.6 6 7.3 8.7 6.4 
Oil and gas 41 23 40.7 37.7 24.2 15.1 9.1 16.7 16.9 10.5 
Construction 0 1.9 4.8 2.3 5.7 10.5 14.1 8.8 7.4 11.3 
Transport and communications 17.4 6.1 2.9 3 6.6 3.3 3.5 3.6 5.2 1.4 
Hotels and tourism 11.6 13.6 9 12.8 11.2 11.6 7.9 10.4 6.3 8.4 
Office property and apartments 5.3 3.2 3.3 4.3 7.4 5.3 9.1 10.6 10.4 6.9 
Agriculture, forestry, and fisheries 8.3 3.9 3.4 2.3 5.6 4.6 8.1 5.5 9.4 10.6 
Other services 0 33.9 7.5 2.2 6.5 9.2 5.2 5.3 5.9 5.2 
(Sources: GSO 2001, 2004)
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Chart 6.5  Comparisons between FDI Inflows by Sectoral Composition in Vietnam in 
1991 and 2000 
 
(Sources: GSO 2001, 2004) 
Under the LFI 2000, heavy industries and construction still received the highest shares of 
FDI inflows. FDI in heavy-industry sectors mostly concentrated on automobiles, 
construction materials, and other import-substituting products. FDI in oil and gas and in 
transport and telecommunication increased again and obtained equal shares of about 12 per 
cent. Light industries including processing, garments, textiles, and footwear received about 
USD200 million, accounting for 11 per cent of the total implemented FDI; the hotel and 
tourism industry received around USD100 million, accounting for 7 per cent of the total 
FDI. The rest was FDI in food processing, agriculture, forestry, fishery, banking and 
finance, medical care, and other services (GSO 2004). 
Due to the changing economic context at both national and international levels, and the 
rapidly changing FDI global market, especially since the LI 2005 came into effect, the 
sectoral structure of FDI in Vietnam has been gradually changing. Recently, the 
manufacturing and real estate sectors have had more significant FDI inflows. By 31 
December 2012, these sectors absorbed USD155.7 billion, accounting for more than 73.9 
per cent of the total FDI with 8460 projects, followed by construction and accommodation 
and the food-services sectors, which attracted USD20.7 billion, accounting for 10.5 per 
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cent of the total FDI with 1171 projects (see Table 6.5). By contrast, although the 
Vietnamese government has encouraged investing in the agriculture sector, FDI in this 
sector remains insignificant, accounting for only 3.39 per cent of the total FDI projects and 
1.55 per cent of the registered capital (see Chart 6.6). 
Chart 6.6  FDI Inflows by Economic Activity in Vietnam in the Period 1988–2012 
 
(Source: SGO 2013) 
To explain the imbalance with the concentration of FDI in manufacturing sectors, it is 
possible that this sector has had more significant FDI inflows in Vietnam because FIEs can 
exploit lower labour costs in Vietnam. Theoretically, overseas investors have located their 
investments mostly in certain types of manufacturing operations away from their home 
countries, or have set up a new business in an overseas destination to exploit differences in 
cost factors. Since labour costs are a significant portion of total production costs, 
particularly in labour-intensive manufacturing, the lower the labour costs in an overseas 
destination, the more attractive the overseas destination is. Compared with the legal 
minimum monthly wage in other ASEAN countries, the minimum in Vietnam is lower as 
discussed in Section 5.3.3. This means that when foreign investors invest in the 
manufacturing sector of Vietnam, they can obtain more advantages in terms of low input 
costs. 
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This trend is in line with Hymer’s Ownership Advantage theory, extended by Ball et al. 
(2008), Faeth (2005), and Knikerbocket (1973) as discussed in Section 2.3.1. This is that 
when one firm enters the market, other firms in the industry follow. Competitors invest to 
avoid losing the markets served by exports once the initial investor starts local production. 
They may also fear that the initiator will achieve more advantages of risk diversification 
and that they will miss out on this if they do not participate in the market. 
Decree No. 108/2006/ND-CP, promulgated on 22 September 2006 offered FDI in agriculture 
sectors greater tax incentives. FDI projects in the cultivation of medicinal plants; 
preservation of agricultural harvest fish and food; production and refinement of animal 
feed, poultry, and seafood; technical services and industrial plants; forest trees, livestock, 
and fisheries; protecting crops and animals; and breeding of plants and animals obtained a 
full exemption on corporate income tax for the first two years of operation and a 50 per 
cent reduction on the corporate income tax rate for the subsequent four years. In spite of 
this assistance, FDI in the agricultural sectors continued to decline. On the average of five 
years from 2001 to 2005, FDI flows in agricultural sectors accounted for 2.17 per cent of 
the total FDI, whereas after Decree No. 108/2006/ND-CP gained force, on the average of 
seven years from 2006 to 2012, FDI flows in these sectors dropped to 0.62 per cent of the 
total FDI. 
As claimed by Cao Duc Phat (2013), Minister of Agriculture and Rural Development of 
Vietnam, although the flows of FDI in Vietnam have increased, FDI flows into the 
agriculture sectors have not kept pace, which is disappointing for the potential of 
agricultural development. According to FDI-incentive policies in Vietnam, agriculture and 
rural development have always been considered to be worth special encouragement; 
however, in comparison with the volume of FDI in other sectors such as manufacturing and 
real estate, FDI flows in agricultural sectors are very small. This outcome is undesirable 
because FDI inflows did not help Vietnam to exploit its potential of agricultural 
development and attain more even development among economic sectors. 
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Table 6.5  FDI Inflows by Sectoral Compositions, Cumulative as at End of 2012 
Sector No. of 
projects 
 Per cent of 
No. of 
projects 
FDI 
Inflows  
 Per cent of FDI 
Inflows 
Manufacturing 8072 55.58 105,938.7 50.32 
Wholesale and retail trade; repair of motor 
vehicles and motorcycles 
902 6.21 2898.3 1.38 
Professional, scientific and technical 
activities 
1336 9.20 1101.5 0.52 
Construction 936 6.45 10,052 4.77 
Information and communications 828 5.70 3941.7 1.87 
Accommodation and food services 331 2.28 10,605.8 5.04 
Real estate activities 388 2.67 48,760.5 23.64 
Agriculture, forestry, and fishing 493 3.39 3263 11.55 
Transport and storage 350 2.41 3492.8 1.66 
Education and training 163 1.12 462.9 0.22 
Mining and quarrying 78 0.54 3182 1.51 
Electricity, gas, stream, air conditioning 
supply 
87 0.60 7488.9 3.56 
Water supply, sewerage, waste 
management and remediation activities 
28 0.19 1234.2 0.59 
Financial, banking, and insurance  76 0.52 1321.7 0.63 
Administrative and support service 
activities 
114 0.79 193.3 0.09 
Human health and social work 82 0.56 1222.2 0.58 
Arts, entertainment, and recreation 137 0.94 3629.2 1.72 
Other service activities 121 0.83 732.9 0.35 
Total 14,522 100 per cent 210,521.6 100 per cent 
(Source: SGO 2013) 
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Similar to the situation in the agricultural sector, the human health, education, and training 
sectors are where the Vietnamese government has tried to attract foreign investors. 
However, FDI in these sectors is still insignificant. Decree No. 108/2006/ND-CP on 22 
September 2006 encouraged FDI projects in human health, education, and training by 
offering special tax incentives. For example, a full exemption on corporate income tax for 
the first two years of operations and a 50 per cent reduction on the corporate income tax 
rate for the subsequent four years was offered to FDI projects in the construction of 
educational facilities, training, building schools, investment in educational institutions, and 
private education at all levels (preschool, primary-education information, vocational schools, 
job training, and higher education), as well as FDI projects in private hospitals. Since this 
policy gained effect, FDI flows in these sectors have not achieved the target of the policy 
and have actually become lower. On the average of the three years from 2003 to 2005, FDI 
flows in the education and training sector accounted for 0.35 per cent of the total FDI; on 
the average of the seven years from 2006 to 2012, FDI flows in these sectors dropped to 
0.22 per cent of the total FDI (GSO 2013). 
The literature has generally suggested that offering FDI in target sectors with a high level 
of tax incentives can help FIEs increase net profit, and thus can encourage FDI to such 
sectors. Investment incentives can be instrumental in a firm’s decision to internalise 
processes and can be important for guiding the field of FDI inflows. Locating FDI in target 
sectors through the use of investment incentives could enable investors to achieve lower 
operational costs than would otherwise be the case. However, the above evidence shows 
that FDI inflows by economic activities in the target sectors of agriculture, human health, 
education, and training have not achieved the objective of the Vietnamese government’s 
FDI policy. This might be because investing in these sectors cannot help FIEs to be 
successful, even when they gain special incentives. 
6.6  FDI INFLOWS IN SPECIAL ECONOMIC ZONES 
Recently, FDI attraction has been considered an important policy for economic growth in 
most developing countries and the special economic zone (SEZ) is one of state-initiated 
policies for attracting FDI. Amirahmadi and Wu (1995) argue that SEZ is the most 
common form in which the FDI attraction strategy has been implemented in many 
developing countries. Islam and Mukhtar (2011) agree that SEZs have become an important 
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factor for economic enclaves, particularly in employment generation, export diversification, 
and FDI attraction. It is also argued that when multinationals use SEZs in host countries as 
an export platform to serve their foreign markets in third countries, both inward FDI and 
trade increase in these host countries (Woodward & Rolfe 1993). 
As discussed in Chapter 2, according to Dunning’s Eclectic theory, there are several 
necessary factors for a firm to undertake FDI, including ownership, location, and 
internalisation advantages and foreign investors’ commercial motivations such as natural-
resource seeking, expanded market opportunities, and gaining production efficiency, 
particularly with labour-intensive manufacturing. To enter and conduct business 
successfully in a foreign market, the foreign enterprise has to possess ownership advantages 
relative to other competitors already in the market. Location advantages refer to the 
comparative advantages that are present in overseas destinations. A location advantage 
must be profitable to the firm to locate abroad. Internalisation advantages relate to the 
control rights of a foreign investor in respect to supplies, market outlets, and property 
rights, and cost factors such as search and negotiation, and contract enforcement. 
In line with Dunning’s theory, SEZs in Vietnam generally offer greater location advantages 
to FIEs than in the rest of the country; thus, they should attract relatively more FDI inflows. 
This can be explained by the empirical study’s result reported in Section 7.6.2. Some of the 
advantages offered by SEZs to FIEs are better infrastructure development, less red tape, 
duty-free imports, no duties or taxes on discarded materials due to spoilage or defects, 
lower corporate tax rates, lower insurance costs, tax holidays, greater protection against 
crime or unstable political environments, and a structure of reduced tariffs. 
SEZs may take the form of an export-processing zone (EPZ) and an industrial zone (IZ) for 
attracting FDI flows and have been a significant strategy of the Vietnamese government’s 
FDI policies. EPZ was introduced in the LFI 1992 and the IZ was introduced in the LFI 
1996 (see Section 5.2.2 and Section 5.2.3). After the LFI 1992 and the LFI 1996 came into 
effect, many EPZs and IZs were established in Vietnam. In the period 1992–2000, 65 IZs 
and EPZs were established in Vietnam. In 2005, 131 IZs and EPZs were established and 96 
were operating, although only six were EPZs. The contribution of FDI to development of 
these areas was predominant, as it accounted for more than 50 per cent of the total of 
enterprises with about 70 per cent of the total of investment in the IZs and EPZs. In the 
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period 2000–2005, FDI in IZs and EPZs was approximately 30 per cent of FDI investment 
in the whole country, and more than 60 per cent of manufacturing FDI. From 2006 to 2010, 
Vietnam established 129 IZs and EPZs. 
Although there is a cost in establishing SEZs, such as infrastructure investment by the 
country and tax foregone because of concessions, they can attract a larger volume of FDI. 
This has contributed significantly to the growth of industrial production, and has improved 
exports and the competitiveness of the economy, as well as creating jobs and training 
human resources. For example, the total investment in developing infrastructure of SEZs 
over the last 20 years accounted for USD10 billion, but these zones attracted the large 
volume of FDI (as discussed below) and created more than two million jobs (1.2 million 
jobs from the FDI sectors). Further, the FDI sector in SEZs has contributed significantly to 
export expansion in Vietnam. For example, FDI sectors in SEZs have significantly 
contributed to Vietnam’s total export revenues, increasing from 20 per cent in 2005 to 30 
per cent in 2012 (MPI 2014). 
By September 2012, the whole of Vietnam had 293 SEZs established in 58 provinces and 
cities. These zones attracted 4300 FDI projects with over USD64.8 billion of a total FDI 
inflows. Annual FDI inflows in SEZs accounted for 40 per cent to 50 per cent of total FDI 
of the country, and FDI projects in manufacturing sectors in SEZs accounted for nearly 80 
per cent of the total FDI in the country’s manufacturing sectors (MPI 2013). 
Among six economic regions in Vietnam, more than half of the total number of SEZs were 
located in Red River Delta and South East, while SEZs were difficult to establish in 
Northern Midlands and Mountain Areas and Central Highlands region, which accounted for 
only 9.2 per cent of total SEZs in the country (see Table 6.6). In general, the regions with 
the highest concentration of SEZs received the highest concentration of FDI, for example 
this was the case in the Red River Delta and South East areas. This is in line with the Porter 
(1998, 2000) theory of industry clusters, which argues that uneven distribution of economic 
activities can be explained by the uneven distribution of resource endowment. Firms decide 
where to locate based both on input cost considerations and on convenient access to 
markets. Thus, the Red River Delta and South East regions—which accounted more than 
50 per cent of the country’s SEZs offering foreign investor better infrastructure 
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development and greater resource endowments than the rest of the country—can attract 
more FDI inflows. 
Table 6.6  Number of Special Economic Zones in 
Vietnam by the End of 2010 
Regions Number of SEZs Land used (ha) 
Red River Delta 66 15,031 
Northern Midlands and Mountain areas 16 2478 
North Central and Central coastal areas 39 9256 
Central Highlands 8 1261 
South East 88 33,290 
Mekong River Delta 43 10,078 
Total 260 71,394 
(Source: GSO 2011) 
This regional variation does not apply to a comparison between Ha Noi and Ho Chi Minh. 
Ha Noi city had six SEZs attracting a 90 per cent FDI share in total investment, whereas Ho 
Chi Minh city had 13 SEZs attracting about a 65 per cent FDI share in total investment 
(GSO 2008). Although FDI shares in total investment in SEZs in Ha Noi city were higher 
than those in Ho Chi Minh city, it cannot be said that FDI in SEZs in Ha Noi played a more 
important role than FDI in SEZs in Ho Chi Minh. This is because the absolute value of FDI 
in the latter city is much higher than in the former. Ho Chi Minh city has been successful in 
encouraging foreign and domestic investors to invest in SEZs. The high concentration and 
performance of SEZs as well as FDI in Ho Chi Minh city and the surrounding provinces, 
relative to other areas, is likely to be rooted in differences in policy implementation and 
practical support for investors (for example, infrastructure development and public 
administration services), rather than in factors such as geographic conditions, local labour 
supply, and production costs (more detail is provided in Chapter 7). 
Vu Dai Thang (2013), Director of the Department of Economic Zones Management, 
Ministry of Planning and Investment of Vietnam claims that the development of SEZs has 
been an important policy. During the last two decades, the country’s FDI policies have 
emphasised the role of SEZs as being fundamental in attracting FDI and as being 
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significant for the industrialisation and modernisation of the country in general. SEZs have 
been determined on the basis of the geographic advantage and economic potential of a 
region. The increase of FDI in SEZs has proven that FDI inflows have achieved the aim 
and target of the Vietnamese government policy in attracting FDI through SEZs. The larger 
amounts of FDI in these zones has contributed significantly to the growth of industrial 
production, and has improved exports and the competitiveness of the economy, as well as 
creating jobs and training human resources. 
6.7  CONCLUSION 
Over the 25 years of FDI operation in Vietnam, the patterns of FDI inflows have changed, 
largely due to the changing economic context at international and national levels. The 
greatest changes at the national level have been brought about by the changes to 
government policies and regulations on FDI (OECD 2009). The evidence reported in this 
study shows that Vietnam’s government policies have played vital roles in attracting FDI 
inflows to the country. Some aspects of FDI inflows have met the government’s aims and 
objectives, but most others have not. FDI inflows have largely shifted from joint ventures 
to wholly foreign-owned ventures, and the number of wholly foreign-owned projects with 
significant employment has increased over time to meet the objective of Vietnam’s policy 
on attracting FDI projects to reduce unemployment. Further, the number of FDI projects in 
SEZs has increased steadily to achieve the policy objective of attracting FDI projects in 
these zones to improve exports and the competitiveness of the economy. 
However, FDI inflows to the target sectors of agriculture, human health, and education are 
insignificant, even though the government offered special tax incentives. FDI inflows 
remained concentrated in urban cities and provinces in the economically more advanced 
South East and Red River Delta regions; provinces in remote regions receive only a small 
volume of FDI, despite government policies offering incentives to projects investing in 
such areas. Furthermore, although FDI inflows from European countries and the United 
States have been increasing, most FDI projects in Vietnam are small scale with moderate 
technology and originating mainly from Asia. 
The competition from China and other countries in the region as well as other nations 
throughout the world in attracting FDI inflows is posing considerable challenges for 
Vietnam. The finding in this study indicates that at the national level, government policies 
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have played a crucial role in attracting FDI, but how effectively the Vietnamese provinces 
are implementing government policies and developing their business environment to attract 
FDI inflows is a significant issue, which is discussed in the next chapter. 
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CHAPTER 7: 
VIETNAM FDI LOCATION FACTORS: 
A SUB-NATIONAL-LEVEL ANALYSIS 
 
7.1  INTRODUCTION 
Over the last three decades, with the rapidly changing global political and economic 
environment, international business activities and transnational operations by multinational 
enterprises have increased dramatically. Among various business activities undertaken by 
multinationals, FDI has been recognised as a major mode by which they expand their 
business activities internationally. They do this to realise more benefits by internalising 
their firm-specific advantages and by exploiting location advantages at the host 
destinations. It is generally agreed that when flowing into the host countries, FDI brings 
capital and finished products, materials, components, new technology, and equally 
important, intangible assets such as knowledge about management, production processes, 
distribution channels, and markets (Dunning 1996; Moosa 2002). Given the expected 
benefits of inward FDI, most developing nations have opened their markets to welcome 
FDI. However, FDI distribution has tended to be geographically uneven among regions in 
the world, among nations within regions, and even among the provinces of a country. At 
the provincial level in China, for example, FDI inflows have primarily concentrated on 
major city regions such as Beijing, Shenzhen, Shanghai, and Guangzhou (Zhang 2011). 
FIEs’ preference to locate their facilities in economically more advantaged provinces in 
many countries are common. This is because locating in these regions helps them to gain 
benefits such as using well-developed infrastructure, expanding into the potential or 
existing growing domestic market in these host destinations, enhancing their levels of 
technology, and reaping economies of scale due to knowledge spillovers, the availability of 
human capital, and the use of joint networks of suppliers and distributors (Dunning 1993, 
2001). Further, compared to domestic enterprises, multinational enterprises are at a 
disadvantage on information about local markets, customers, and other economic 
conditions. Information on these factors is easier to access in large and urban provinces. 
FIEs therefore tend to locate in major city regions so that they can more conveniently 
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benefit from information-cost savings associated with proximity to a market, labour supply, 
good communications, and commercial services. 
Most studies on FDI location choice have principally considered FDI location to be the 
choice between different countries. Studies on intra-country choice of FDI location have 
mainly been conducted on countries with relatively large economies, such as the United 
States and China, while there has been scant research on this issue in developing and 
emerging economies, including Vietnam. Liu (2009) argues that just as differences between 
countries are important determinants of where foreign investors decide to locate their 
business activities internationally, there is reason to suggest that provincial distinctions 
across a country might also affect foreign investors’ FDI location choice. Therefore, an 
investigation of FDI location choice at the sub-national level can provide new insights and 
evidence to enrich and extend our understanding of such choices. 
An investigation of how the shape of the location distribution of FDI at the provincial level 
provides empirical evidence to help understand the factors affecting FDI inflows across 
provinces in host countries. This provincial analysis adds to the FDI literature, which is 
mainly focused on investigating the relationship between FDI inflows and location factors 
at the macroeconomic level, and it shines a light on the rationale, or the lack of it, of host 
countries seeking to achieve a more even spatial distribution of FDI inflows across 
provinces. It has been suggested that investigation of the economic development processes 
in countries can lead to a greater understanding of international trade and investment 
(Krugman 1995), and FDI can be better understood by viewing it from sub-national levels 
(Wallace 2000). Hogenbirk (2002) supports this view by arguing that an understanding of 
FDI location factors at the sub-national (provincial and regional) levels of host countries is 
essential for foreign investors to succeed in their investment and business, and for central 
and provincial policy-makers who want to refine and improve their policies and economic 
conditions in order to attract more FDI. 
In the case of Vietnam, all 63 provinces and cities have attempted to attract FDI. As with 
China, FDI inflows have in practice been unevenly distributed among cities and provinces. 
For example, the distribution of FDI has an extreme concentration around two major 
cities—Ho Chi Minh and Ha Noi—and their neighbouring provinces. As already discussed 
in Section 6.2, the highly concentrated FDI to these provinces may be the result of 
investors seeking the most beneficial and effective support given the country’s competitive 
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environment, and location advantage. However, this outcome is not a desirable one from 
the government’s perspective, because it may cause wide gaps in economic development 
resulting from FDI differences between provinces within the country. Although the 
unevenness in spatial distribution of FDI across provinces has given rise to serious concern 
by the government, the key factors that affect FDI location choices across provinces in 
Vietnam have so far not been clearly identified and understood. While there are several 
studies on the influence of FDI on aspects of economic development in Vietnam, there has 
been scant detailed or systematic study by Vietnamese or Western researchers on the 
location factors that affect FDI inflows at the provincial level. 
The government’s goal of attracting a more even spatial distribution of FDI inflows across 
provinces is aimed at helping to develop opportunities for less developed provinces to take 
advantages of FDI to develop their economies and reduce the gap between rich and poor 
provinces. However, the economics of this objective, as evidenced by the FDI-flow pattern, 
may call into question of the rationality of this policy goal. In other words, government 
measures to attract FDI flows to more remote and poorer regions are not necessarily the 
most effective way to help the economic development of these regions. These provinces do 
not have the right set of economic and institutional conditions for foreign investors at the 
current stage of the country’s economic development. 
The main objective of this chapter is to examine empirically the location factors that affect 
FDI inflows across provinces in Vietnam. This is to uncover the strengths and weaknesses 
of location factors at the provincial level. This study examines the extent to which 
individual provincial government’s FDI-related policy may have affected the provincial 
distribution of FDI, specifically focusing on special economic zones, ease of business 
establishment, ease of land access, trained labour force, and business-support services. It 
also examines the role of other economic conditions such as market size, labour cost, and 
infrastructure development, and the geographical factors of the distance of a given province 
from the central city, and the location of international gateways and international sea ports 
in influencing the location choice of FDI at the provincial level. 
This chapter is organised as follows. A brief literature review of studies on patterns of sub-
national FDI inflows is presented in Section 7.2. In Section 7.3, a discussion of the 
hypothesis development is followed by a description of data sources used for the empirical 
analysis in Section 7.4. Section 7.5 presents the research methodology for the empirical 
 205 
study, and Section 7.6 shows the results of the model estimation and discusses the study’s 
findings. Conclusions are drawn in Section 7.7. Figure 7.1 outlines the structure of this 
chapter. 
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7.2  SUB-NATIONAL FDI LOCATION PATTERNS IN THE 
LITERATURE 
As with investing in their home markets, multinational investors entering international 
markets have to make decisions on where and how to set up operations; however, their 
decisions must be strategic and careful, because their businesses have to accommodate 
policies and economic conditions that vary from their home country, but also within the 
host country. When investing abroad, location choice is determined by the expected relative 
profitability for the foreign investors. When a location is chosen as the destination for FDI, 
the business created by the FDI has to be more profitable to enable investors to achieve 
their business goals in that location rather than in others (Dunning 2001). When the goods 
and services of FIEs are produced for export, the cost of producing the goods and the cost 
and reliability of transporting them to the global market are critical. When the goods and 
services of FIEs are produced for the local market, local demand plays the most significant 
role. In both cases, the host-country policy framework for FDI and the economic conditions 
of the host destination play significant parts in attracting FDI (Cheng & Kwan 2000; 
UNCTAD 1998). 
Given these considerations, investment-location choice for multinationals has received 
considerable attention from economists, finance scholars, and policy-makers over the years. 
Empirical studies examining the location factors of FDI inflows have focused on the 
macroeconomic conditions at the national level (both domestic and international) in terms 
of infrastructure development, market size, market demand, government policies, human 
capital quality, and labour cost (Dunning 1993, 2006). Many studies have investigated the 
aggregated data of individual nations and have sometimes compared two or more nations, 
or have examined the changes in a nation’s FDI inflows over time (Agarwal 1980; 
Hogenbirk 2002; Marktin 1991; Mody & Srinivasan 1998; Schneider & Frey 1985; Zhang 
1994). This thesis investigates Vietnam’s FDI location factors at the national level in 
Chapter 8, after analysing the location factors at the provincial level in this chapter. The 
sub-national investigation is to provide, at the practical disaggregated level, an evidence-
based analysis of how Vietnam’s FDI location factors work. The outcomes of Chapter 7’s 
analysis help validate some key theoretical propositions and provide a basis for telling a 
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full story on the performance of Vietnam’s attraction of FDI at the national level from a 
comparative perspective against other countries. 
So far, as noted earlier, studies on sub-national levels of FDI-location factors have mainly 
concentrated on countries with relatively large economies where distinct regions differ 
significantly in terms of their economic conditions and government policies (Hogenbirk 
2002). An early example is the study conducted by Shaver (1998) that analyses whether 
FIEs and US-owned enterprises exhibited the same location patterns in US manufacturing 
industries. The Shaver (1998) study shows that FIEs have a stronger preference for 
investing in states with relatively low unionisation and high unemployment than US-owned 
enterprises have. Friedman et al. (1992) examine the location patterns of 884 foreign 
manufacturing companies in the United States; they find that transport infrastructure, 
access to markets, taxes, labour conditions, and state-promotional efforts all play vital roles 
in FDI attraction in the United States. 
Cheng and Kwan (2000) investigate the impact of the key factors of FDI location in 29 
regions in China over the period 1985 to 1995. Similar to the findings by Friedman et al. 
(1992), Cheng and Kwan (2000) report that large market size, good infrastructure 
development, and preferential government policy have positive effects on inward FDI; 
labour cost has a negative effect on inward FDI; and education levels have an insignificant 
influence on FDI attraction in the regions studied. To identify FDI location factors at the 
sub-national level in China, Wu and Strange (2000) examine the location patterns of 138 
FIEs in six cities in China from 1992 to 1996. They find that market size and the presence 
of other foreign investors have significant positive effects on FDI location choices in these 
cities. 
Kittiprapas and McCann (1999) analyse the establishment pattern of 156 electronics firms 
in four regions in Thailand. They indicate that labour cost and Thai ownership have a 
significant influence on foreign firms’ location choices in Bangkok. Using panel data for 
the period 1995 to 2005, Ledyaeva (2009) analyses the determinants of FDI inflows to 
Russian regions and finds that the factors influencing FDI inflows to these regions are 
market size and the presence of big cities, sea ports, and oil and gas resources. These 
studies all suggest that the key variables for determining FDI location at the sub-national 
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levels are market size, infrastructure development, labour cost, labour conditions, and 
government policies. 
In the case of Vietnam, when multinational investors decide where to locate their 
production plants, their motivation may be based on gaining efficiency in the global supply 
chain and exploiting the potential domestic market and natural resources, the advantages of 
economic conditions, and local governments’ policies related to FDI. However, because of 
the lack of relevant data in Vietnam, few studies have been conducted to investigate this. 
Indeed, statistical offices from the central to provincial governments in Vietnam did not 
undertake any surveys on foreign investors until the late 1990s. Hence, there is scant 
systematic statistics needed for studies at sub-national levels before 2000. Since then, the 
General Statistics Office of Vietnam has undertaken surveys on enterprises, including FIEs, 
in all provinces of Vietnam, thereby slowly opening the way for empirical studies on FDI-
location choices. 
One of the early studies by Nguyen (2002) investigates provincial location factors in 
attracting FDI across Vietnam from 1990 to 2000. Similar to the studies by Cheng and 
Kwan (2000) and Wu and Strange (2000) on China, and Ledyaeva (2009) on Russia, the 
Nguyen study finds that provincial market sizes have significant positive effects on FDI 
inflows across provinces in Vietnam. This study shows that technical workers, GDP per 
capita, and industrial zones are positively associated with FDI inflows. Similarly, a study 
by Pham (2002) that examines the possible determinants of the pattern of regional location 
of FDI in Vietnam in the period 1988 to 1998 shows that infrastructure development, 
labour quality, and local market size attract multinationals; tax incentives have an 
insignificant effect on attracting FDI flows to provinces with socio-economic difficulties. 
A study by Meyer and Nguyen (2005) analyses the pattern of FDI inflows in Vietnam and 
reports that industrial zones and the friendly policies of local governments positively affect 
foreign investors’ choice of location. Provinces with good educational systems, large 
populations, well-developed infrastructure, and high GDP growth attract relatively more 
FDI inflows. Using provincial-level data, the Nguyen (2006) study indicates that domestic 
investment, economic growth, the exchange rate, market size, infrastructure conditions, 
human capital, and labour cost strongly affect FIE choice of location in Vietnam. Nguyen 
and Nguyen (2007) use the Vietnamese provincial competitiveness index (VPCI) 2006 in 
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their econometric models to analyse the determinants of FDI spatial distribution across 
provinces. As with the studies by Cheng and Kwan (2000) on China, and Nguyen (2002) 
and Nguyen (2006) on Vietnam, Nguyen and Nguyen (2007) find that market size, labour 
quality, and infrastructure development are important factors in attracting FDI at the 
provincial level. 
Using data covering 14 provinces of the North Central and South Central Coast regions in 
Vietnam in the period 2000 to 2010, Nguyen and Zhang (2012) investigate the relationship 
between FDI and economic growth, competition among provinces, and the effects of laws 
in attracting FDI. The findings indicate that the ability to access province-level information 
and infrastructure have significant effects on FDI attraction, and after the promulgation of 
the Law on Investment in 2005 and Vietnam joining the WTO in 2007, the volume of FDI 
inflows increased rapidly in provinces in these regions. Likewise, to investigate FDI 
location factors at the provincial level in Vietnam, Esiyok and Ugur (2011) conduct an 
empirical study across 62 Vietnamese provinces in the period 2006 to 2009. Their study 
shows that GDP per capita, domestic investment, and trade openness are positively 
associated with FDI inflows in provinces; labour cost is negatively associated with FDI. 
They find that a 10 per cent increase in FDI in neighbouring provinces tends to contribute 
to an increase of from 1.2 per cent to 1.8 per cent in the FDI of a given province. Table 7.1 
summarises the variables influencing FDI-location choice across provinces in Vietnam 
from the literature. 
The literature suggests that the key variables for determining FDI location at the provincial 
level in Vietnam can be classified in six main groups: (1) market size, (2) labour quality, 
(3) infrastructure development, (4) labour cost, (5) special economic zones, and (6) 
government policies. This classification provides a set of useful criteria for this 
dissertation’s assessment of FDI-location factors across provinces in Vietnam which are 
presented in Figure 7.2. 
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Table 7.1  Literature on FDI Location Choice across Provinces in Vietnam  
Variable Effect on FDI Studies in the Period 2002-2011 
Market size 
 
Positive effect Esiyok & Ugur (2011); Nguyen (2002); Nguyen 
(2006); Nguyen & Nguyen (2007); Pham (2002) 
Labour quality Positive effect Meyer & Nguyen (2005); Nguyen (2002); 
Nguyen (2006); Nguyen & Nguyen (2007); 
Pham (2002) 
Infrastructure development Positive effect Meyer & Nguyen (2005); Nguyen(2006); 
Nguyen & Nguyen (2007); Nguyen & Zhang 
(2012); Pham (2002) 
Labour cost Negative effect Esiyok & Ugur (2011); Nguyen (2006) 
Government policies Positive effect Meyer & Nguyen (2005); Nguyen & Zhang 
(2012) 
Special economic zones Positive effect Meyer & Nguyen (2005); Nguyen (2002) 
Others: population, GDP 
growth, domestic investment, 
trade openness 
Positive effect Esiyok & Ugur (2011); Meyer & Nguyen 
(2005); Nguyen (2002); Nguyen (2006) 
 
Figure 7.2  Main Criteria for Assessing FDI Location Choice at the  
Provincial Level in Vietnam 
 
 211 
In summary, previous empirical studies have indicated that while provinces’ location 
factors in Vietnam have played important roles in attracting FDI, there have been very few 
studies on the roles of location factors in attracting FDI across Vietnamese provinces, and 
even fewer studies have addressed the full issue of the driving force that shapes the pattern 
of FDI inflows across provinces. Most existing FDI studies at the sub-national levels have 
considered only a small number of factors to establish a statistically significant relationship 
between a particular variable and inward FDI across provinces. The next section of this 
chapter develops hypotheses for empirical analysis here to bridge this gap in the literature. 
7.3  HYPOTHESIS DEVELOPMENT 
As discussed in Chapter 2, in order to investigate why FDI occurs and what key factors of 
the host destination may have an impact on the location choice of multinational 
corporations, several theories have been developed. Most recent studies on FDI-location 
factors are based on the Dunning (1993, 2001, 2006) Eclectic theory, which suggests that if 
an enterprise is going to invest in production facilities internationally, it ought to be able to 
utilise three kinds of advantages: ownership advantage (O), location advantage (L), and 
internalisation advantage (I). Recently, FDI studies have shifted from the national level to 
the sub-national levels of region and (or) province. In the provincial context, the notion of 
ownership, location, and internalisation advantages have also been applied to how an 
enterprise can successfully undertake FDI. For instance, the study by Hogenbirk (2002) on 
determinants of inward FDI in the Netherlands and a study by Liu (2009) on factors 
determining location choice of FDI in inland provinces in China show that at the provincial 
level of analysis, ownership, location, and internalisation advantages are the three necessary 
conditions for an enterprise to undertake FDI successfully. When investing in the provinces 
of a country, multinational enterprises are assumed to have similar opportunities to utilise 
O and I advantages, and thus the L advantages of host provinces are the key component that 
is relevant for analysis in the context of an examination of the provincial attractiveness for 
FDI. 
As already noted in Section 6.2, all 63 provinces and cities in Vietnam have attracted FDI, 
but FDI has been unevenly distributed among them. Although the unevenness in spatial 
distribution of FDI across provinces may have given rise to serious concern by the 
government, the key factors that have an impact on FDI inflows across provinces in 
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Vietnam have not been studied or understood. This dissertation examines key factors 
having an impact on FDI-location choice across provinces in Vietnam in order to provide 
evidence-based analysis and explanations for FDI location pattern at the provincial level. 
The main potential key factors for FDI inflows across provinces in Vietnam are 
hypothesised as described in the following sections. The key location-factor variables are: 
provincial economic conditions of market size (MARK), labour cost (LABO), and 
infrastructure development (INFR); and local government’s policy features related to FDI 
are special economic zones (ZONE), degree of ease in business establishment (COST), ease 
of land access (LAND), trained labour force (TRAI), and business-support services 
(SERV). For each of these factors, this study hypothesises its relationship with inward FDI 
and discusses the reasons for including each in the study.  
7.3.1  Market size and FDI inflows 
One of the primary motives for FDI is to seek new markets in the host destination (Shapiro 
1998). Many multinationals invest in particular countries or regions to supply goods and 
(or) services to these locations. Market size can, therefore, be a positive driving force for 
influencing FDI inflows in the host destination, because it may directly affect the expected 
return on the investment. Market-seeking investments are undertaken to exploit or promote 
new markets. Thus, it has been commonly suggested that the larger the market size of a 
particular region, the more FDI the region would attract (Sun et al. 2002). Many of the 
studies mentioned above have emphasised the importance of a large market in attracting 
regional FDI. The study by Kravis and Lipsey (1982) finds a significant positive 
relationship between market size and FDI inflows. Woodward (1992) shows that provinces 
with relatively large markets have a higher potential demand for goods and services, 
making these regions more attractive for investors. Market size is commonly proxied by 
GDP, GDP per capita, and retail sales of products and services (Armstrong & Read 1998; 
Ranjan & Agrawal 2011; Vijayakumar et al. 2010). Because there are no direct historical 
data available on GDP and per capita GDP in all provinces of Vietnam for the period of 
investigation, this study uses the retail sales of products and services of Vietnamese 
provinces as a proxy for market size. There is a big difference in market size between the 
more-developed and less-developed provinces in Vietnam. For example, in the period 
2008–2012, Ho Chi Minh, Ha Noi, and Dong Nai had market sizes of USD97.8 billion, 
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USD61.2 billion, and USD15.6 billion, respectively; Dien Bien, Bac Kan, and Lai Chau 
had market sizes of USD892.5 million, USD518.5 million, and USD369.8 million, 
respectively (see Table 6.2). The following hypothesis is therefore formulated: 
Hypothesis 1: The market size of a province has a positive effect on the volume of 
FDI inflows. 
7.3.2  Labour cost and FDI inflows 
FDI is an important competitive strategy for multinationals to maximise profits by locating 
part of their business and production activities in other countries. To achieve this profit 
maximising objective, they deploy a part of their value-chain activities to a destination that 
best allows them to minimise business costs. Vernon (1966) argues that the availability of 
less-expensive inputs in a host nation is a significant factor for moving production capacity 
abroad. The labour cost in the host destination is often considered, because it constitutes a 
substantial proportion of total production costs, particularly in labour-intensive 
manufacturing industries. A number of studies have found a negative relationship between 
labour cost and FDI inflows. For example, a study by Boermans et al. (2011) on regional 
determinants of FDI in China shows that foreign enterprises prefer investing in provinces 
with low labour costs. Similarly, Cheng and Kwan (2000) and Na and Lightfoot (2006) 
examine determinants of FDI at the regional level in China; both studies reveal that high 
labour cost deters the inflow of FDI. Labour cost is commonly measured by average wage 
rates (Cheng & Kwan 2000; Coughlin et al. 1991; Na & Lightfoot 2006; Sun et al. 2002; 
Wang & Swain 1995). Le (2004) uses monthly average salary in state-owned enterprises 
controlled by the provinces as a proxy for labour cost when analysing FDI locational 
determinants in Vietnam. 
In Vietnam, labour-intensive industries have been an important driver of the country’s 
economic development. For example, these industries are important for reducing poverty, 
since employment-creation is high, given the high output-employment elasticity of 
manufacturing industry. There are also improvements in productivity, as these industries 
move up the value chain, leading to increases in income and further reductions in poverty. 
However, labour costs constitute a substantial proportion of input costs; and thus, labour 
costs sway investment-location choices of labour-intensive-industry enterprises. Given that 
Vietnam’s relatively low labour cost, and the likely attraction to labour-intensive 
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manufacturing FDI at the current stage of economic development, the following hypothesis 
is formulated: 
Hypothesis 2: High labour cost in a province discourages the volume of FDI 
inflows. 
7.3.3  Infrastructure development and FDI inflows 
Well-developed infrastructure can reduce the cost of distance between regions, and can 
help integrate the national market and connect it at low cost to markets in other countries 
and regions (WEF 2013). The choice of a particular province as a FDI destination can 
accordingly be affected by the transport and communications costs incurred by locating in 
the province. It is well-documented that the quality of infrastructure-provision affects the 
attractiveness of a region for FDI, and a region with poorly developed infrastructure will 
generally have lower productivity levels, resulting in low returns on investments, thus 
discouraging FDI (Dunning 1993). Moreover, according to Cheng and Kwan (2000), when 
a region has a well-developed infrastructure, this reduces the costs of doing business and 
therefore makes the region more attractive for FDI. Zhao and Zhu (2000) support this view 
by showing that the availability of adequate infrastructure enhances the ease of operation in 
a location for foreign investors. Thus, multinationals in China prefer investing in provinces 
with good infrastructure development (Li & Park 2006; Na & Lightfoot 2006; Sun et al. 
2002). 
Infrastructure development has been measured by various proxies: Change and Kwan 
(2000) use the total length of roads per unit of land mass, the total length of high-grade 
paved roads per unit of land mass, and the total length of railways per unit of land mass; Li 
and Park (2006) use electricity provision and communications facilities; Lu (2000) uses 
energy consumption; and Sun et al. (2002) use highway per square km. Recently, some 
other researchers, including Lydon and Williams (2005) and Shen et al. (2009), have 
preferred to use mobile phone and Internet use per capita as a proxy for infrastructure 
development. Because there are no historic data available on mobile phone and Internet use 
per capita for all provinces of Vietnam in the study period, this thesis uses telephone lines 
per 1000 inhabitants as a proxy for infrastructure development in attracting inward FDI at 
the provincial level. This proxy is utilised by Nguyen and Ho (2013) when studying FDI in 
Vietnam. It is hypothesised that: 
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Hypothesis 3: Provinces with better infrastructure development attract a higher 
volume of FDI inflows. 
7.3.4  Special economic zones and FDI inflows 
As opposed to more advanced economies, developing countries often face a chronic lack of 
effective and capable institutional actors, including government agents and policy-makers. 
Economic growth is sometimes a result of state-led policies designed to address the 
numerous production failures and bottlenecks that characterise the economies of less-
developed nations. In such cases, the special economic zone (SEZ) is one such state-
initiated policy to break out from the existing institutional constraints and lack of 
infrastructure to create an economic regulatory environment which is more friendly to 
foreign investors. Firms locating in SEZ benefit from general fiscal and non-fiscal 
concessions, including location-specific advantage, modern and efficient infrastructure, and 
better governance due to single-window facilities to ensure a corruption-free and red-tape-
free business environment (Aggarwal 2005). 
As a policy means of achieving the goal of FDI attraction, SEZs have gained notable 
prominence in many developing countries. Theoretically, it has been widely accepted that 
economic, social, and political institutions play a significant role in the development 
process (Aggarwal 2005). Amirahmadi and Wu (1995) and UNCTAD (2008) argue that the 
SEZ strategy is attractive to many developing countries, because it offers key advantages, 
including being an effective method for attracting FDI into export industries, providing a 
gateway to FDI from the international community for a host developing country, and 
presenting a smaller domestic political risk than opening up the entire country to foreign 
participation. According to Woodward and Rolfe (1993), foreign investors prefer investing 
in SEZs, because SEZs also offer fiscal and tariff incentives and freedom from foreign 
exchange regulation, basic infrastructure requirements are provided, and SEZs often 
provide on-site customs processing that greatly reduces paperwork delays. Amirahmadi and 
Wu (1995) state that SEZ is the most common form in which the FDI attraction strategy 
has been implemented in many developing countries. Islam and Mukhtar (2011) support the 
view that SEZs have become an important factor for economic enclaves, particularly in 
employment generation, export diversification, and FDI attraction. 
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Empirical studies investigating the link between SEZs and FDI inflows have shown that 
EPZs help to promote FDI and export-oriented industrialisation strategies in many 
developing countries. For instance, the study by Yuan and Eden (1992) on SEZs in Asia, 
the study by Islam and Mukhtar (2011) on SEZ history in Bangladesh, the study by 
Aggarwal (2005) on the performance of SEZs in India, Sri Lanka, and Bangladesh, and the 
study by Woodward and Rolfe (1993) on the location of export-oriented FDI in the 
Caribbean Basin all report that SEZs play a significant positive role in attracting FDI. 
In Vietnam, before setting up SEZs in their provinces, provincial governments have to 
obtain the permit or approval from the Vietnamese Prime Minister. SEZ development in 
provinces in Vietnam is part of the government’s central plan. Most provinces (except 
some such as Lang Son and Son La, which are under way to set up SEZs) have set up 
SEZs, but it has been unevenly distributed. It is beyond the scope of this thesis to 
investigate the political and policy process and dynamics that determines the approvals of 
submissions by provincial governments to set up SEZs. By 2012, Binh Duong had 35 
SEZs, Dong Nai had 27 SEZs, Ha Noi had 23 SEZs, and Ho Chi Minh had 17 SEZs; Dien 
Bien had two SEZs and Dak Lak had only one SEZ (MPI 2014). It is therefore 
hypothesised that: 
Hypothesis 4: Provinces having more special economic zones attract a higher 
volume of FDI inflows. 
7.3.5  Ease of business establishment and FDI inflows 
Time and administrative procedures in licensing business registration and the investment 
licensing of provinces are important factors that investors consider, because they strongly 
affect the entry cost of business. In other words, long delays and costly procedures to 
establish a new business entity is one of the obstacles to new investment and 
entrepreneurial activity (OECD 2006). It has been suggested that inconvenient procedures 
for FDI approvals and the lack of clear guidance on implementing approved projects can be 
obstacles for business operations (Nguyen 2008). A study by Tong and Yueting (2000) on 
the home-town connections of overseas Chinese investors shows that bureaucracy at the 
provincial level in China has a negative impact on FDI inflows. Similarly, Sun et al. (2002) 
find that administrative procedures cause a decrease in FDI inflows in provinces in China. 
Further, a study by Nguyen and Ho (2013) on the relationship between FDI and economic 
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growth in Vietnam shows that provinces with a high provincial competitiveness index of 
reforming legal institutions and administrative procedures can attract more inward FDI. 
Similarly, the Nguyen (2008) study on 11 provinces in the Northern Mountainous region of 
Vietnam reports that due to the onerous administrative and approval procedures, these 
provinces attract fewer FDI inflows. Following Nguyen and Ho (2013) and Nguyen (2008), 
the entry-cost index of the VPCI is used as an indicator for the ease of business 
establishment in attracting FDI across provinces in Vietnam here. The expectation thus is 
that: 
Hypothesis 5: Provinces with easier business establishment attract a higher volume 
of FDI inflows. 
7.3.6  Ease of land access and FDI inflows 
Access to land use and (or) ownership with efficient permit processes is essential to a good 
business environment and most foreign investors carefully consider this factor when 
making decisions to invest overseas. The ease of accessing land might strongly influence an 
enterprise’s decision to invest. Difficult access to land can significantly impede FDI 
inflows (IAB 2010). Swinnen (2003) argues that foreign investors seeking to acquire land, 
particularly in Eastern Europe, Sub-Saharan Africa, and South-East Asia often face 
sensitive land issues. According to FIAS (2006), when an enterprise obtains rights to an 
investment site, weak land-use rights can lead to difficulties for operation and for long-term 
planning (FIAS 2005). Further, IAB (2010) states that effective, efficient, and secure land 
administration is one of the main drivers of FDI. Better access to land may facilitate both 
foreign and domestic investments. 
In Vietnam, all land is nominally owned by the people collectively and administered by the 
state. There is no private ownership of land and the use of all land is through permit or 
lease from the state. Before being granted the right to use land for business purposes, all 
land users must obtain a Land Use Right Certificate, which is issued by the provincial 
People’s Committee (the 2013 Land Law). Although Vietnam has one land-policy system 
for the whole country, different provinces have different capacities and levels of 
effectiveness in implementing policies of this kind. Some are confident about issuing a 
Land Use Right Certificate, as well as being responsible for compensation and site 
clearance for foreign-invested projects, but others are not confident about dealing with these 
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matters (UNCTAD 2008). Hence, local authorities that are actively involved in facilitating 
land access for private enterprises may have a positive effect on FDI competition. 
Following Nguyen and Ho (2013), the land-access index of the VPCI is used as an 
indicator of the ease of land access in attracting FDI across provinces in Vietnam here. The 
following hypothesis is formulated: 
Hypothesis 6: Provinces with easier land access attract a higher volume of FDI 
inflows. 
7.3.7  Skilled labour force and FDI inflows 
The modern globalising economy requires countries to nurture pools of well-educated 
workers who are able to perform complex tasks and adapt rapidly to the changing 
environment and the evolving needs of the economy (WEF 2013). This suggests that the 
labour quality of a destination is a significant feature for FDI attraction. Among several 
studies on the impact of the labour quality of the host destination on FDI inflows, the study 
carried out by Sun et al. (2002) analyses the spatial and temporal variation in FDI among 
30 provinces in China from 1986 to 1998. It reports that labour quality is an important 
factor of the distribution of FDI among provinces in China. Further, studies of Akinlo 
(2004), Braunerhjelm and Svensson (1996), Lu (2000), Mody and Srinivasan (1998), and 
Na and Lightfoot (2006) all find that labour quality has a positive impact on FDI inflows. 
Labour quality is usually measured by the number of research scientists (Braunerhjelm & 
Svensson 1996), the number of students in secondary schools (Le 2004), the number of 
university students (Na & Lightfoot 2006), or the literacy percentage (Lu 2000). Following 
Nguyen and Ho (2013), the labour-training index of the VPCI is used here as an indicator 
for skilled labour force in attracting FDI across provinces in Vietnam. The hypothesis 
therefore is: 
Hypothesis 7: Provinces with a better-trained labour force attract a higher volume 
of FDI inflows. 
7.3.8  Business support services and FDI inflows 
A positive attitude of the provincial leadership towards the private business sector can be 
an important factor in the competition to attract FDI inflows. It has been argued that when 
enterprises face obstacles in their business activities such as: (1) difficulties in accessing 
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information about domestic and foreign markets; (2) lack of information about the changes 
in government policies; and (3) difficulties in seeking appropriate employment for their 
production and business activities, business support from provincial governments can make 
a huge difference in business’s success (USAID & VNCI 2012). Business-support services 
might help enterprises to save time and money by offering them useful and necessary 
information for their business. 
According to studies by Boermant et al. (2011), Cole et al. (2009), and Sun et al. (2002) on 
the provincial and regional determinants of FDI in China, the proactivity and efficiency of 
provincial governments have a positive influence on FDI inflows. For this point of view, 
the business-support-service index of the VPCI is used as a pro-business indicator in 
attracting FDI across provinces in Vietnam. This index is a measure of the availability of 
the business services of: (1) private-sector trade promotion, provision of regulation 
information to enterprises, business-partner matchmaking, and technological services for 
enterprises; (2) the number of private providers of these services; and (3) the quality of 
these services. Thus, it is expected that: 
Hypothesis 8: Provinces with better business support services attract a higher 
volume of FDI inflows. 
Beside the factors and variables discussed above, geographical factors such as the 
proximity to an international gateway (GATE), and international sea port (PORT), and the 
distance from given provinces to the main cities (DIST) in Vietnam are included in this 
study, because these variables have been considered potential determinants of FDI inflows. 
As already discussed, the geographical features of provinces can play an important part in 
attracting FDI. For example, in China, coastal provinces attract more FDI than others 
(Broadman & Sun 1997; Zhang 2001); the proximity of big cities and sea ports is important 
for FDI inflows to Russian regions (Ledyaeva 2009). However, previous studies have not 
included geographical variable to investigate the impacts of geographical conditions of 
provinces on FDI attraction in Vietnam. By investigating whether provinces having an 
international gateway and (or) international sea port can attract FDI inflows, and whether 
the distance to the central city can affect provinces’ FDI attraction, this study provides a 
new perspective on what drives FDI inflows. 
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7.4  DATA DESCRIPTION AND SOURCES 
In order to investigate FDI-location choice across provinces and to provide explanations for 
the outcomes in Vietnam, this study employs publicly available data related to FDI in all 63 
provinces in Vietnam over the period of 2005 to 2012. The data come from two primary 
sources: the Statistical Yearbook of Vietnam (various issues) published by the General 
Statistical Office of Vietnam (GSO) and the Vietnamese Provincial Competiveness Index 
(various issues) published by the United States Agency for International Development 
(USAID) and the Vietnamese Chamber of Commerce and Industry (VCCI). These sources 
have been used in several empirical studies on FDI inflows in Vietnam (Anwar & Nguyen 
2011; Esiyok & Ugur 2012; Malesky 2007; Nguyen & Nguyen 2007; Nguyen & Zhang 
2012; Varamini & Vu 2007). 
The Statistical Yearbook of Vietnam is an official statistical document containing basic 
data reflecting the general socio-economic dynamic and situation of the whole country, its 
regions, and its provinces (GSO 2012). The content of the Vietnamese Statistical Yearbook 
covers almost all the basic information about socio-economic aspects of Vietnam at the 
central and the provincial levels: (1) administrative unit, land, and climate; (2) population 
and employment; (3) national accounts and state budget; (4) investment and construction; 
(5) enterprise and individual business establishment; (6) agriculture, (7) forestry and 
fishing; (7) industry; (9) trade and tourism; (10) price index; (11) transport and postal 
services; (12) telecommunications; (13) education; and (14) health, culture, sport, and 
living standards. 
The Vietnamese Provincial Competitiveness Index (VPCI) has been published since 2005 
by the Vietnam Competitiveness Initiative (VNCI), funded by the Vietnam Chamber of 
Commerce and Industry and the United States Agency for International Development to 
assess and rank the performance, capacity, and willingness of Vietnamese provincial 
governments to develop business-friendly regulatory environments for private-sector 
development, including the FDI sector. To construct the VPCI, the VNCI uses annual 
surveys covering more than 9000 domestic and foreign-invested enterprises, with nine sub-
indices: (1) entry costs; (2) land access and security of tenure; (3) transparency and access 
to information; (4) time costs of regulatory compliance; (5) informal charges; (6) 
proactivity of provincial leadership; (7) private-sector development services; (8) labour and 
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training, and (9) legal institutions. Each sub-index is scored from 0 to 10 to give the level of 
advantages of individual provinces. 
Data on the dependent variable (FDI) and the independent variables of market size, labour 
cost, infrastructure development, and special economic zones in this study are obtained 
from the Statistical Yearbooks of Vietnam. Data on the independent variables of ease in 
business establishment, ease of land access, trained labour force, and business-support 
services are drawn from the VPCIs. Market size is proxied by the retail sales of products 
and services; labour cost is measured by monthly average salary in state-owned enterprises 
controlled by the provinces; and infrastructure development is proxied by telephone lines 
per 1000 of the population. Special economic zones are measured by the total numbers of 
export-processing and industrial zones in each province, instead of using annual data. 
Ease in business establishment is a measure of the time it takes firms to register, acquire 
land, and receive all the necessary licences to start their businesses. Ease of land access is a 
measure combining the two dimensions of the land problems confronting entrepreneurs: the 
ease of access to land and the security of tenure once land is acquired. Business-support 
services are a measure of the availability of business services such as private-sector trade 
promotion, the provision of regulatory information to firms, business-partner matchmaking, 
and technological services for firms, the number of private providers of these services, and 
the quality of these services. Trained labour force is a measure of the efforts by provincial 
authorities to promote vocational training and skills development for local industries and to 
assist in the placement of local labour (USAID & VCCI 2013). 
The international-gateway variable is measured as a score of 1 allotted to a province with 
an international gateway and a score of 0 allotted to a province with no international 
gateway. Similarly, the international sea port variable is measured as a score of 1 allotted to 
a province with an international sea port and a score of 0 allotted to a province with no 
international sea port. The distance of a province to the central city is measured by the 
number of kilometres from the province to Ha Noi city if it is in the North, and to Ho Chi 
Minh city if it is in the South. Table 7.2 summarises the variables and data sources for this 
study. 
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Table 7.2  Variables and Data Sources for this Study 
Hypotheses Main Variable Definition Expected 
Sign 
Data Source 
 FDI Annual inflows of FDI in current 
USD 
 GSO 
Hypothesis 1 MART Market size proxied by the retail 
sales of goods and services 
+ GSO 
Hypothesis 2 LABO Labour cost proxied by monthly 
average salary in state-owned 
enterprises controlled by the 
provinces 
- GSO 
Hypothesis 3 INFR Infrastructure development 
proxied by telephone lines per 
1000 inhabitants 
+ GSO 
Hypothesis 4 ZONE Special economic zones + GSO 
Hypothesis 5 COST Entry-cost (business 
establishment) index 
+ VPCI 
Hypothesis 6 LAND Land-access index + VPCI 
Hypothesis 7 TRAI Training for labour force index + VPCI 
Hypothesis 8 SERV Business-support-service index + VPCI 
Data on FDI inflows and other data related to FDI in Vietnam exhibit a very large 
divergence between the more developed and less developed provinces. For example, FDI 
inflows to Ho Chi Minh and Ha Noi cities are a thousand times higher than that to 
provinces in remote and mountainous regions such as Dien Bien, Lai Chau, and Ha Giang. 
Owing to the nature of this divergence, the dependent variable (FDI) and the independent 
variables (market size, labour cost, and infrastructure development) are transformed into 
logarithm form. This transformation can substantially reduce the curvature of the data when 
plotted on natural scales, improving the goodness of fit, permitting the use of a linear 
model, and allowing the researcher to interpret the coefficient estimates as elasticities 
(Zhao & Zhu 2000). To examine whether conditions of the market-size and labour-cost 
variables in the previous year have an impact on FDI-location choices, a one-year lag of 
these variables is introduced in the study. Ledyaeva (2009) shows that the use of lagged 
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explanatory variables can help to solve possible endogeneity problems, and thus can relate 
to a simple hypothesis for the foreign investors’ decision making. Iwasaki and Suganuma 
(2005) argue that foreign investors are assumed to make FDI location choices for a given 
year in host destinations by referring to the observable variables of the previous year. 
Table 7.3 shows the descriptive statistics of the dependent and independent variables in the 
study, including the number of observations, the mean and standard deviation of each 
variable, and the minimum and maximum values of the variables. Table 7.4 shows the 
correlation coefficients of the variables in the study. As shown in Table 7.4, only INFR is 
strongly correlated with MART (0.84), suggesting that caution should be taken with these 
variables because of a possible multicollinearity problem, which may affect the efficient 
estimation of the standard errors in the model. However, according to Achen (1982), while 
only a few of the included variables show a high level of correlation, it is not necessary to 
exclude them from the estimation because such correlation—which may cause 
multicollinearity—does not violate any regression assumptions. The Zhang (2011) study 
shows that the presence of multicollinearity does not bias results or affect the fitness of the model. 
Table 7.3  A Summary of Descriptive Statistics of the Study 
Variables Observation Mean Standard Deviation Min Max 
FDI  391 3.968283 2.335804 -2.302585 9.190168 
MART 441 6.24504 1.013143 3.299534 10.02126 
LABO 441 4.805031 0.2812339 4.099332 5.369242 
INFR  378 5.058358 0.8133259 2.653242 7.822725 
COST 482 7.803382 1.088265 3.64 9.6 
LAND 482 6.320373 0.9418486 2.29 8.84 
TRAI 441 4.968707 1.005091 1.84 9.6 
SERV 482 4.633755 1.470793 1.01 9.62 
DIST 504 5.086315 1.290861 0 6.982863 
ROAD 504 0.2698413 0.4443182 0 1 
PORT 504 0.2222222 0.4161528 0 1 
ZONE 504 7.460317 6.675257 0 35 
(Source: Researcher’s estimation) 
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Table 7.4  Correlation Matrix of the Variables of the Study 
(Source: Researcher’s estimation) 
 
Variable FDI MART LABO INFR COST LAND TRAI SERV DIST ROAD PORT ZONE 
FDI  1.000            
MART 0.438* 1.000           
LABO 0.142* 0.468* 1.000          
INFR 0.481* 0.849* 0.370* 1.000         
COST 0.031 -0.031 -0.057 0.043 1.000        
LAND -0.163* -0.195* -0.064 -0.284* 0.245* 1.000       
TRAI 0.239* 0.283* -0.059 0.181* 0.106 -0.102 1.000      
SERV 0.225* 0.423* 0.111 0.385* -0.126* -0.323* 0.622* 1.000     
DIST  -0.291* -0.520* -0.089 -0.624* 0.203* 0.199* -0.096 -0.242* 1.000    
ROAD -0.087 -0.003 0.069 0.014 -0.016 0.158* -0.235* -0.133* -0.015 1.000   
PORT 0.303* 0.390* 0.159* 0.328* 0.102 -0.339* 0.163* 0.243* 0.122* -0.001 1.000  
ZONE 0.516* 0.520* 0.156* 0.484* -0.024 -0.036 0.335* 0.339* -0.485* 0.010 -0.017 1.000 
 
Note: *: Statistical significance at 1 per cent 
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7.5  RESEARCH METHODOLOGY 
This section discusses the research analytical approach and the models used in the 
empirical analysis to examine the factors that might have an impact on FDI inflows across 
provinces in Vietnam. 
7.5.1  Analytical approach 
The principal empirical-testing methodology used in this study is the multivariate 
regression model used in a number of other studies on FDI-location choice at sub-national 
levels (Na & Lightfoot 2006; Nguyen & Ho 2013; Pham 2002; Sun et al. 2002; Villaverde 
& Moza 2012; Zhao & Zhu 2000). 
This study employs a panel data model widely used by researchers when studying FDI-
location factors (Cole et al. 2009; Esiyok & Ugur 2011; Nguyen & Zhang 2012). It uses 
this analysis for several reasons extensively discussed in the literature that are specifically 
relevant to this research. Panel data analysis is a method of studying a particular subject at 
multiple sites, periodically observed over a defined timeframe. In social sciences, panel 
data analysis has enabled researchers to undertake longitudinal analyses in a wide variety of 
fields. In economics, panel data analysis is often used to study the behaviour of companies 
over time. With repeated observations of cross-sections, this analysis permits the researcher 
to study the dynamics of change with time series. The combination of time series with 
cross-sections can enhance the quality and quantity of data in ways that would be 
impossible using only time series data or only cross-section data (Zhang 2011). 
Several researchers advocate for panel data analysis. Ranjan and Agrawal (2011) argue that 
panel data techniques are used because of their advantages over cross-section and time 
series in using all the data available, which are not detectable in pure cross-sections or in 
pure time series. According to Gujarati (2003), panel data give more informational input, 
more variability, and less collinearity among the variables employed, a greater degree of 
freedom, and more efficiency. Further, panel data can better detect and measure effects that 
simply cannot be observed in pure cross-section or pure time series data. 
Similarly, Hsiao (2003) and Baltagi (2008) state that panel data sets possess various 
advantages, for example, panel data suggest individual heterogeneity to reduce the risk of 
obtaining biased results and provide a large number of data points (observations) to 
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increase the degrees of freedom and variability and to enable a study of the dynamics of 
adjustment. Another advantage of using this method is to resolve or reduce the magnitude 
of a key econometric problem that often arises in empirical studies, namely, omitted 
variables that are correlated with explanatory variables. Zhang (2011) argues that panel 
data can combine the time series and cross-sectional nature of data in the econometric 
model to enable researchers to study the behaviour of FDI decisions and their effects over 
time and between different groups. What is more, using panel data, especially annual data, 
can help minimise the problems related to serial correlation, which might cause the 
standard errors of coefficients to be smaller than they actually are. Serial correlation occurs 
in time series studies when the errors associated with a given time period carry over into 
future time periods. The studies by Gujarati (2003) and Gujarati and Porter (2009) show 
that serial correlation occurs in time series studies with short time intervals such as daily, 
weekly, or monthly data, rather than in annual panel data studies. 
For this study, panel data analyses provide the framework for examining the FDI-location 
factors across provinces in Vietnam. These factors are: market size (MARK), labour cost 
(LABO), infrastructure development (INFR), special economic zones (ZONE), ease of 
business establishment (COST), ease of land access (LAND), trained labour force (TRAI), 
business-support services (SERV), international gateway (GATE), international sea port 
(PORT), and the distance to the central city (DIST), all of which are expected to influence 
FDI-location outcomes. Panel data sets have a cross-sectional unit (group identifier) of 
observation, i, which in this chapter is province i, and they have a temporal reference 
(within-group index), t, which in this chapter is the year t. 
7.5.2  Model specification 
The dependent variable here is the value of FDI inflow in USD at the provincial level in 
Vietnam, and the explanatory variables defined above as: MARK, LABO, INFR, ZONE, 
COST, LAND, TRAI, SERV, GATE, PORT, and DIST. Based on the hypotheses presented 
in Section 7.3, the provincial FDI-inflow distribution in Vietnam will be a function of the 
following explanatory variables: 
(7.1) FDI = f (MARK, LABO, INFR, COST, LAND, TRAI, SERV, 
                         ZONE, GATE, PORT, DIST) 
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As discussed above, equation (7.1) can be changed into a mathematical form using linear 
regression as follows: 
(7.2)     FDIi,t = α0 + β1*MARTi,t + β2*LABOi,t + β3*INFRi,t 
                     + β4*COSTi,t + β5*LANDi,t + β6*TRAIi,t + β7*SERVi,t 
                     + β8*ZONEi + β9*GATEi + β10*PORTi + β11*DISTi + εi,t, 
where, 
FDIi,t: annual inflow of foreign direct investment in USD for province i at time t; 
MARTi,t: the retail sales of products and services for province i at time t, which is the 
proxy for market size; 
LABOi,t: monthly average salary in state-owned enterprises for province i at time t, 
and is the proxy for labour cost; 
INFRi,t: telephone lines per 1000 of the population for province i at time t, and is the 
proxy for infrastructure development; 
COSTi,t: ease of business establishment for province i at time t; 
LANDi,t: ease of land access for province i at time t; 
TRAIi,t: trained labour force for province i at time t; 
SERV
 i,t: business-support services for province i at time t; 
ZONEi: number of special economic zones for province i; 
GATEi: international gateway for province i; 
PORTi: international sea port for province i; 
DISTi: geographic distance of province i to the central city; 
εi,t: the error term over the time t; 
α: an intercept, which is assumed to be constant over time t and specific to the 
individual cross-provincial unit i; 
i = 1,2, …,63 and t = 1,2, …, 8. 
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7.5.3  Model estimation 
There are several types of panel data analytical models, but the three major methods are the 
fixed effects (FE) model, the random effects (RE) model, and the Hausman-Taylor 
approach. 
7.5.3.1  Fixed effects model 
The FE model treats the constant as group (section)-specific. That is, it allows for different 
constants for each group (section). Besides, the FE model deals with unobserved 
heterogeneity by removing individual effects along with any time-invariant variable 
through a transformation. The FE model is also called the Least Squares Dummy Variables 
(LSDV) estimator. The model for the FE method can be presented as yi,t = α + β xi,t + µi + 
vi,t, where, xi,t stands for variables that vary over individuals and time; β is the coefficient 
on xi,t; α is an intercept; and µi and vi,t are the decomposition of a disturbance term; µi 
represents individual-specific effects and vi,t represents a remainder disturbance, that varies 
over time and entities (capturing everything that is left unexplained about yi,t) (Baum 2006; 
Ranjan & Agrawal 2011; Wooldridge 2002). 
7.5.3.2  Random effects model 
The RE model is an alternative method of estimation which handles the constants for each 
section as random rather than fixed parameters. In this model, the intercepts for each cross-
sectional unit are assumed to arise from a common intercept α, which is the same for all 
cross-sectional units over time, plus a random variable µi that varies cross-sectionally but is 
constant over time; µi measures the random deviation of each entity’s intercept term from 
the global intercept term α. The RE model can be written as yi,t = α + β xi,t + εi,t. where, εi,t 
= µi + vi,t. Here, xi,t is still a 1×k vector of explanatory variables, but unlike the FE model, 
there are no dummy variables to capture the heterogeneity (variation) in the cross-sectional 
dimension. Instead, this occurs via the µi terms. The parameters (α and the β vector) are 
estimated consistently, and the Generalised Least Square method (GLS) is used (Ranjan & 
Agrawal 2011; Wooldridge 2002). 
7.5.3.3  Hausman-Taylor estimator 
The choice between the FE and RE models has been a matter of considerable debate in the 
literature (Baltagi et al. 2003; Baltagi 2008; Mundalk 1978). It has been argued that the RE 
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model assumes exogeneity of all the regressors and the random individual effects, whereas 
the FE model allows for endogeneity of all the regressors and the individual effects 
(Mundalk 1978). Thus, the major difference between the FE and RE models is based on 
assumptions about the correlation between the individual-specific effects and the set of 
regressors. Baltagi et al. (2003) argue that there are two major shortcomings with panel 
data analytical models for researchers. First, researchers are left to make an all-or-nothing 
decision based on whether they assume that there is correlation or not. Second, in cases 
where it is more reasonable to assume that the individual effects are related to the 
regressors, estimation of time-invariant explanatory variables is not possible. 
To solve these problems, Hausman and Taylor (1981) offer a remedy by providing an 
estimator that has been considered a hybrid version of the FE and RE models, known as the 
Hausman-Taylor estimator or the Hausman-Taylor model (hereafter HT). The HT model is 
shown as yi,t = α + Xi,tβ + Ziγ + εi,t, where, εi,t = µi + νi,t; i = 1, 2…, N and t = 1, 2…., T. β 
and γ are k and g vectors of coefficients associated with time-varying and time-invariant 
observable variables, respectively. The disturbance νi,t is assumed to be uncorrelated with 
X, Z, and µ and has zero mean and constant variance ϭν2 conditional on Xi,t and Zi. The 
latent individual effect µi is assumed to be a time-invariant random variable, distributed 
independently across individuals, with variance ϭµ2. 
From the above equation, the HT approach splits the set of time-varying variables into two 
subsets Xi,t = [X1i,t, X2i,t], where the X1 variables are supposed to be exogenous with 
respect to both error components, that is the unobservable individual effects (µi) and the 
remainder error term (νi,t), while the X2 variables are assumed to be correlated with µi and 
are thus endogenous. The same classification is done for the set of time-invariant variables 
Zi = [Z1i, Z2i] (Mitze et al. 2008). The HT model can be written as: yi,t = α + β1X1i,t + 
β2X2i,t + γ1Z1i + γ2 Z2i + εi,t, (with εi,t = µi + νi,t; i = 1, 2…, N; t = 1, 2…., T). For more 
details, see Baltagi et al. (2003), Baltagi (2008), Gardner (1998), and Hausman and Taylor 
(1981). 
This study uses time-varying variables such as MARK, LABO, COST, SERV, lagged 
MARK, lagged LABO, INFR, LAND, and TRAI, and the time-invariant variables of 
GATE, PORT, DIST, and ZONE. It is also assumed that MARK, LABO, COST, SERV, 
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and ZONE are endogenous variables, while lagged MARK, lagged LABO, INFR, LAND, 
TRAI, GATE, PORT, and DIST are exogenous variables. 
The HT approach is therefore adopted and applied to the research reported in this chapter. 
Applying the HT method that splits variables into (time-varying and time-invariant) 
endogenous variables and (time-varying and time-invariant) exogenous variables in this 
study has several benefits: (1) avoiding an all-or-nothing approach in fixed and random 
effects estimation; (2) controlling for individual-specific effects—possibly unobservable—
which may be correlated with other included variables in the specification of an economic 
relationship; (3) allowing for estimating coefficients matching between time-invariant, but 
classifying the characteristics of provinces, such as international gateway, international sea 
port, and the distance to the central city; (4) giving consistent results where some variables 
may correlate with various particular effects; and (5) dealing with the possible presence of 
outliers (Baltagi & Bresson 2012). Importantly, a great advantage of applying this approach 
is that no additional tests or instruments are required (Baltagi et al. 2003; Do 2013; Gardner 
1998). 
Using the HT estimator (see Appendix 7.3), the model for examining the location factors 
that might affect FDI location choices across provinces in Vietnam can be presented as 
follows: 
(7.3) FDIi,t = α0 + [β1*MARKi,t + β2*LABOi,t + β3*COSTi,t + β4*SERVi,t] 
                 + [β5*MARKi,t-1 + β6*LABOi,t-1 + β7*INFRi,t + β8*LANDi,t 
                 + β9*TRAIi,t] + [β10*ECONi] + [β11*DISTi + β12*GATEi 
                 + β13*PORTi] + εi,t, 
where, the first brackets include time-varying endogenous variables (MARK, LABO, 
COST, and SERV); the second brackets include time-varying exogenous variables (lagged 
MARK, lagged LABO, INFR, LAND, and TRAI); the third brackets include a time-
invariant endogenous variable (ECON); and the last brackets include time-invariant 
exogenous variables (DIST, GATE,
 
and PORT). 
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7.5.4  Econometric software package 
The econometric software package used in this study is Stata (Version 11), which is an 
integrated statistical analysis package designed for research professionals. The reasons for 
using this software are that: (1) it can handle and manipulate large data sets; (2) it has ever-
growing capabilities for handling panel and time series regression analysis; (3) it has quite 
flexible graphics capabilities; (4) it is constantly being updated or advanced by users with 
specific needs; (5) it is a versatile program that can read different formats of data; and (6) 
information in Stata is usually and most efficiently stored in variables (Baum 2006; Zhang 
2011). Interestingly, a great advantage of using Stata is that its functions can help to control 
problems related to panel data models. A case in point is that Stata’s option ‘robust’ can 
control for heteroskedasticity in FE models, which is applied as reported in Chapter 8 when 
analysing FDI inflows and location factors comparing Vietnam and other ASEAN 
countries. 
7.6  EMPIRICAL RESULTS AND DISCUSSION 
The preceding sections develop hypotheses and describe methodology, as well as 
presenting the data to be used in this study. This section reports the results of the 
econometric model and discusses the findings on FDI-location outcomes across provinces 
in Vietnam. As presented in Table 7.5, which summarises estimation results, the factors 
determining provincial FDI distribution in Vietnam can be classified in three main groups: 
(1) economic conditions such as market size, labour cost, and infrastructure development; 
(2) local government policies, including special economic zones, ease of business 
establishment, ease of land access, trained labour force, and business-support services; and 
(3) geographical factors such as international gateway, international sea port, and the 
distance to the central city. 
 
 
 
 
 
 232 
Table 7.5  Results of FDI and Location Factors at the Provincial Level in Vietnam 
Variable Hausman-Taylor Estimation 
Time-variant exogenous variables 
Lagged market size -3.843974*** 
(1.154379) 
Lagged labour cost 3.381554** 
(1.321367) 
Infrastructure development 1.043957** 
(0.5018096) 
Ease of land access -0.0635105 
(0.1861304) 
Skilled labour force 0.0665701 
(0.2005391) 
Time-variant endogenous variables 
Market size 2.751491** 
(1.164782) 
Labour cost -2.931945* 
(1.586774) 
Ease of business establishment -0.2940281* 
(0.1570056) 
Business-support services -0.2183883* 
(0.1300124) 
Time-invariant exogenous variables 
Distance to the central city 0.2806941 
(0.2934525) 
International gateway -0.6471511 
(0.4950865) 
International sea port 2.179014*** 
(0.6917445) 
Time-invariant endogenous variables 
Economic special zone 0.3560716** 
(0.1388712) 
Constant 1.770401 
(4.10583) 
Rho 0.62920667 
Note: Numbers in parentheses are standard deviations; ***, **, * indicate that coefficients are statistically 
significant at the 1%, 5%, and 10% levels, respectively. 
(Source: Researcher’s estimation) 
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7.6.1  Economic conditions and FDI inflows 
Among the economic condition variables, market size and infrastructure development are 
found to have significant positive effects on provincial FDI distribution in Vietnam, 
whereas labour cost has a significant negative impact. The regression analysis shows a 
strongly positive effect of market size—proxied by the retail sales of products and 
services—on provincial FDI distribution in Vietnam, statistically significant at the 5 per 
cent level. This result is broadly consistent with Dunning’s FDI theory that argues that 
market size can positively influence FDI inflows in the host destination because of the 
expected impact on the expected return of the investment. This argument is supported by 
the evidence from the findings on provincial FDI outcomes in Chapter 6 that show that 
economically more advantaged provinces—such as Ho Chi Minh and Ha Noi—and their 
neighbouring provinces with large market size, attracted more FDI inflows than others. For 
example, in the period 2008–2012, Ho Chi Minh having market size of USD97.8 billion 
attracted USD22.4 billion of FDI and Ha Noi having market size of USD61.2 billion 
attracted USD13.3 billion of FDI. Dien Bien having market size of USD892.5 million 
attracted USD1 million of FDI and Bac Kan having market size of USD518.5 million 
attracted USD1.8 million of FDI (see Table 6.2). 
This finding is consistent with Hypothesis 1 that The market size of a province has a 
positive effect on the volume of FDI inflows. It is consistent with earlier empirical studies 
on this topic for Vietnam, including those of Esiyok and Ugur (2011), Nguyen (2002, 
2006), Nguyen and Nguyen (2007), and Pham (2002); on other developing countries such 
as the studies of Broadman and Sun (1997), Broadman and Recamatini (2001), Cheng and 
Kwan (2000), Sun et al. (2002), and Zhang (2001); and on developed countries, for 
example the studies of Coughlin et al. (1991), Crozet et al. (2004), and Woodward (1992), 
all of which support the view that a large host-destination market has a positive impact on 
FDI inflows. 
This finding provides evidence of market-seeking FDI across provinces in Vietnam. 
Provinces with greater spending power on products and services attract more FDI, and 
market-seeking foreign investors are motivated to locate FDI in a province from where they 
can supply goods and (or) services. In other words, if foreign investors seek to sell their 
products in host destinations, the size of provincial markets in Vietnam has been a critical 
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determinant of inward FDI because larger market size of provinces offers greater 
opportunities to realise effective economies of scale for foreign investors. This finding 
confirms the Dunning (1993) FDI theory that a large market in a province might provide a 
greater opportunity for foreign investors in terms of production scales for high-volume 
sales, in the internal market and for potential export to other markets. 
A possible explanation for this result might lie in the fact that before the Doi Moi policy 
which started the transition of Vietnam from an agriculture-based and closed economy to a 
market-oriented economy and opened the country to FDI, almost all industries under the 
central command economy in Vietnam were inefficient and in poor condition, using old 
technologies. The domestic productive capacity was unable to serve local demand. There 
were shortages for a wide range of products from toiletry products for household use to 
office buildings. When the Doi Moi policy was introduced, state-owned and domestic 
private enterprises were still unable to meet increasing demand due to a shortage of 
resources such as capital, manpower, and technology. The rising demand for better-quality 
consumer goods needed to be filled by foreign investors. The increasing FDI inflows to 
provinces across Vietnam have been attracted by the growing purchasing power in selected 
parts of the domestic market. The larger the market size compared to the market sizes of 
other provinces, the higher the FDI flows into a given province. 
The result of regression on the infrastructure-development variable supports Hypothesis 3: 
Provinces with better infrastructure development attract a higher volume of FDI inflows. 
It shows that infrastructure development in each province is positively correlated with FDI 
inflows, and is statistically significant at the 5% level. This result implies that the level of 
infrastructure development of a province has a decisive effect on the volume of inward 
FDI, and that the better the infrastructure development, the higher the FDI inflow. This 
finding is consistent with the studies on various other countries by Broadman and Sun 
(1997), Sun et al. (2002), Zhang (2001), and Zhao and Zhu (2000) on China; Broadman and 
Recanatini (2001) on Russia; Coughlin et al. (1991) on the United States; Deichamann et 
al. (2003) on Turkey; Hill and Munday (1992) on the United Kingdom; and Meyer and 
Nguyen (2005), Nguyen (2006), Nguyen and Nguyen (2007), Nguyen and Zhang (2012), 
and Pham (2002) on Vietnam, which all support the view that infrastructure development 
has a positive effect on FDI inflows. 
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It is also consistent with industry clusters theory of Porter (1998, 2000) and the Dunning 
(1993, 2001) Eclectic theory that infrastructure provision affects the attractiveness of a 
region for FDI; a region with well-developed infrastructure has high productivity levels, 
resulting in a high return on investments, thus encouraging FDI. Well-developed 
infrastructure can offer business advantages, including lower operational costs and a more 
pleasant business environment. FIEs prefer to invest in provinces with well-developed 
infrastructure because they expect to increase productive efficiency and reduce their costs 
of production, which in turn can improve market competitiveness and increase profits. The 
availability of well-developed infrastructure enhances the ease of operations for FIEs in a 
particular location, enabling them to transport their inputs and products more easily to 
designated places. Infrastructure development is a significant factor in determining FDI-
location choice. Thus, host provincial destinations with improved infrastructures tend to be 
more attractive to multinationals because they can promote profitability in the global 
production network. 
The result of regressions on the infrastructure-development variable is consistent with the 
current trend that significant location-bound attractions of a destination have shifted from 
the sole focus on the availability, cost, and quality of natural factor endowments to that of 
created assets, including the institutional and communications infrastructure. The result is 
illustrated by the fact that a large amount of inward FDI has flowed to the large cities of Ha 
Noi and Ho Chi Minh and their neighbouring provinces, which have good transport and 
telecommunications, as was discussed in Section 6.2. 
In contrast to market size and infrastructure development, the labour-cost factor has a 
significantly negative effect on provincial FDI-location choice, with an estimated 
coefficient of -2.931 at the 10% significance level. This supports Hypothesis 2 that High 
labour cost in a province discourages the volume of FDI inflows. This is consistent with 
the studies by Cheng and Kwan (2000) on China, Crozet et al. (2004) on France, Esiyok 
and Ugur (2011) on Vietnam, and Woodward (1992) on the United States, which support 
the view that a high labour cost is negatively associated with FDI inflows. It differs from 
other studies that indicate that labour cost has an insignificant effect on FDI in Russia 
(Broadman & Recanitini 2001) and the United Kingdom (Hill & Munday 1992). 
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This result confirms a primary message of the Product Life Cycle theory of Vernon (1966) 
that suggests that in order to achieve the objective of maximising profit, multinationals 
deploy their value-chain activities to a destination that allows them to minimise business 
costs. The availability of less expensive inputs in a host destination is a significant factor 
for moving production capacity abroad. The result is consistent with Dunning’s OLI 
paradigm, which indicates that as cost minimisers, multinational enterprises will seek to 
produce where the relative cost of labour is lowest. The level of wages in the host 
destination relative to wages in the home destination is a vital factor influencing foreign 
investors’ FDI-location choice, particularly in host country’s early stage of economic 
development when labour-intensive industry is the predominant driver of activities. 
The result of regressions on the labour-cost variable suggests that a 1 per cent increase in 
labour cost is estimated to lead to a 2.931 per cent decrease in FDI. This reflects efficiency-
seeking FDI across provinces in Vietnam, which is normally involved in searching for low 
input costs for production, including low labour costs or other target resources in host 
destinations. Seeking low labour cost is a critical motivation for many FIEs with the 
ultimate goal of profit maximisation. FIEs have to take every effort to reduce their 
production costs, which are directly affected by labour costs. 
To investigate whether labour cost in the previous year influences provincial-FDI 
distribution in Vietnam in a given year, a one-year lag of this variable is added to the 
model. Interestingly, it is found that the coefficient of lagged labour cost is positive at the 
5% significance level. This seems to suggest that the labour-cost factor of provinces in a 
previous year positively and significantly affects provincial FDI attraction in a given year. 
In other words, foreign investors consider the labour-cost factor in the previous year as an 
advantage when making an FDI-location choice in the provinces in Vietnam. The lower the 
labour cost in a province in a previous year, the higher the FDI flows to that province in a 
given year. 
7.6.2  Local government policies and FDI inflows 
Among the government’s policy-related variables, only SEZs have a significantly positive 
effect on provincial FDI distribution in Vietnam. The regression analysis shows that the 
number of SEZs of each province is positively correlated with FDI inflows, statistically 
significant at the 5% level. The result of the regression indicates that the environment of 
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SEZs is regarded by foreign investors as being significantly better than the rest of country. 
The more SEZs a province has, the higher the volume of FDI inflows it attracts. 
Although a SEZ carries with it the cost of infrastructure investment by provinces and tax 
foregone, it can attract larger amounts of FDI to help the growth of industrial production, 
improve exports and the competitiveness of the economy, as well as creating jobs and 
training human resources. For example, as already noted in Section 6.6, total investment in 
developing infrastructure of SEZs over the last 20 years amounted to about USD10 billion, 
but these zones attracted 4300 FDI projects with over USD64.8 billion of total FDI inflows, 
creating more than 1.2 million jobs. Further, FDI sectors in SEZs have significantly 
contributed to Vietnam’s total export revenues, increasing from 20 per cent in 2005 to 30 
per cent in 2012. An important implication of the finding is that it is worthwhile to 
encourage the development of these zones across provinces in order to attract FDI inflows 
to Vietnam in the future. The policy of Vietnamese provinces in developing SEZs to attract 
FDI, as discussed in Section 6.6, has therefore been successful. 
This finding is consistent with Hypothesis 4 that Provinces having more special economic 
zones attract a higher volume of FDI inflows. The studies by Aggarwal (2005) on India, 
Sri Lanka, and Bangladesh; Islam and Mukhtar (2011) on Bangladesh; and Meyer and 
Nguyen (2005), and Nguyen (2002) on Vietnam that report that SEZs play a similarly 
significant role in attracting FDI. To explain the flow of FDI to SEZs in Vietnam, location 
factors are mainly taken into account. Location factors are those factors specific to a host 
destination that make it attractive for overseas investors. These factors are not only 
confined to natural factor endowments such as the availability, cost, and quality of natural 
resources and the workforce, but they include the openness of the economy and the 
liberalisation of ownership policies, the cultural and institutional environments, market 
structure, the general and specific government policies and legislation, physical-
infrastructure development, and the export-orientation strategy that promotes investment 
for exports. SEZs generally offer greater location advantages to FIEs than the rest of the 
host country. For example, some of the advantages offered by SEZs to FIEs are less 
bureaucracy, good infrastructure, streamlined administrative regulations with relative 
independence for local planning authorities, reduced tax on corporate profits, and duty-free 
allowances on production materials. 
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Unexpectedly, the results of the regression analysis show that ease of business 
establishment and business-support services have negative influences on provincial FDI-
location choices, while ease of land access and a skilled labour force are statistically 
insignificant. The regression analysis shows negative effects of ease of business 
establishment and business-support services on provincial FDI distribution in Vietnam, 
statistically significant at the 10% level. In other words, foreign investors consider ease of 
business establishment and business-support services as drawbacks when making FDI-
location choices across the provinces in Vietnam. These results therefore reject the study’s 
expectation in Hypothesis 5: Provinces with easier business establishment attract a higher 
volume of FDI inflows and Hypothesis 8: Provinces with better business-support services 
attract a higher volume of FDI inflows. 
The study results show that the effects of ease of land access and a trained labour force on 
provincial FDI inflows are insignificant, which might mean that they are not important 
considerations for foreign investors investing in provinces in Vietnam. A possible 
explanation for these results is that during the period under investigation, FDI investors 
were primarily drawn to Vietnam because they wished to make use of its cheap and 
unskilled labour for labour-intensive manufacturing, as such manufacturing activities were 
moving out of countries such as China due to rising labour cost. Although different 
provinces have different capacities and levels of effectiveness in implementing policies on 
land, generally ease of land access is not significant for foreign investors’ location choices 
across provinces in Vietnam. Thus, for the period under investigation, there is no evidence 
to support Hypotheses 6 and 7, which expected that: Provinces with easier land access 
attract a higher volume of FDI inflows and Provinces with a better-trained labour force 
attract a higher volume of FDI inflows, respectively. 
7.6.3  Geographical factors and FDI inflows 
Among the three geographical variables, the international sea port variable has a 
significantly positive effect on provincial FDI attraction in Vietnam, whereas the effects of 
international gateway and distance to the central city are insignificant. The estimated 
coefficient for the international sea port on FDI is 2.179 at the 1% significance level, 
indicating that an international sea port is a major concern for foreign investors who are 
motivated to invest in provinces in Vietnam. This result is consistent with the study by 
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Ledyaeva (2009) that indicates that sea ports play a very important role in attracting FDI to 
Russian regions. The two geographical factors of an international gateway and the distance 
to the central city are expected to have a significant impact on FDI attraction at the 
provincial level in Vietnam, but the result is that they are insignificant. 
To sum up, the regression analysis on provincial FDI inflows across provinces in Vietnam 
shows that market size, infrastructure development, SEZs, and international sea ports are 
found to be the key drivers in attracting FDI inflows. In contrast, labour cost, ease of 
business establishment, and business-support services deter FDI; the impacts of ease of 
land access, a trained labour force, international gateway, and the distance to the central 
city are insignificant. Table 7.6 summarises the hypotheses and findings on FDI-location 
factors at the provincial level in Vietnam; Figure 7.3 presents a summary of FDI 
determinants at the provincial level in Vietnam. 
Table 7.6  Hypotheses and Findings on FDI Factors at the Provincial Level in Vietnam 
Hypotheses Expected Sign Findings 
H1: The market size of a province has a positive effect on the 
volume of FDI inflows. 
+ + 
H2: Labour cost in a province has a negative impact on the volume 
of FDI inflows. 
- - 
H3: Provinces with better infrastructure development attract a 
higher volume of FDI inflows. 
+ + 
H4: Provinces having more special economic zones attract a 
higher volume of FDI inflows. 
+ + 
H5: Provinces with easier business establishment attract a higher 
volume of FDI inflows. 
+ - 
H6: Provinces with easier land access attract a higher volume of 
FDI inflows. 
+ - 
H7: Provinces with better-trained labour force attract a higher 
volume of FDI inflows. 
+ + 
H8: Provinces with better business-support services attract a 
higher volume of FDI inflows. 
+ - 
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Figure 7.3  A Summary of FDI Determinants at the Provincial Level in Vietnam 
 
 
7.7  CONCLUSION 
Since 1988, two years after the launch of the Doi Moi policy, which opened up the country 
for FDI inflows and trade in Vietnam, FDI has increasingly become an essential part of the 
national economy. It has positively contributed to economic growth through providing 
employment opportunities, promoting exports, transferring technology, and encouraging 
domestic investment. However, the FDI distribution across provinces in Vietnam presents 
an uneven picture, with increasing divergence between provinces. As shown in Table 6.2, 
FDI inflows to the Ho Chi Minh and Ha Noi cities were a thousand times higher than those 
to provinces such as Dien Bien, Lai Chau, and Ha Giang in remote and mountainous 
regions. 
The empirical analysis of this chapter investigates the factors that may have an impact on 
the location pattern of FDI inflows across provinces in Vietnam in order to provide a 
systematic assessment to uncover what drives FDI location choices across Vietnam’s 
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provinces. The results of this study show that the provincial market size, infrastructure 
development, SEZs, and international sea ports are the key drivers in attracting FDI inflows 
across provinces in Vietnam. The findings of this study are consistent with the key 
propositions of Dunning’ Eclectic theory, which suggest that location factors of the host 
destination, including infrastructure development, market size, market demand, and 
government policies play important parts in attracting FDI inflows. 
When foreign investors decide where to locate their production plants in Vietnam, their 
choice has been influenced by their motivations of gaining efficiency in the global supply 
chain and exploiting potential domestic markets, the advantages of economic conditions, 
and local governments’ policies related to FDI. FIEs prefer to invest in provinces with well-
developed infrastructure, because they expect to increase productive efficiency and reduce 
costs of production, which in turn can improve market competitiveness and increase profits. 
A large market in a province might provide greater opportunities for foreign investors in 
terms of production scales for high-volume sales, in the internal market and for potential 
export to other markets. As a policy means of achieving the goal of FDI attraction, SEZs 
gain notable significance in the provinces. As a type of infrastructure development, 
international sea ports offer some advantages, such as reliability of transporting products to 
desired markets, increasing productive efficiency, and reducing costs of production, to 
increase profits for FIEs. 
Although the Vietnamese government’s target is to achieve a more even spatial distribution 
of FDI inflows across provinces, the actual distribution of FDI has remained concentrated in 
Ho Chi Minh and Ha Noi, and their neighbouring provinces. The result of the skewed 
inflows of FDI to these provinces may be the most beneficial and effective economic 
outcome for the country, given its competitive environment and economic conditions. 
However, this outcome is not the desirable one from the perspective of the government 
because the outcome does not seem to address the wide gaps in economic development 
among provinces within the country. Based on the results of this thesis, instead of injecting 
resources by way of general provision of concessions and subsidies to entice FDI, there 
may be a case for the Vietnamese central and provincial policy-makers to reform and 
enhance government policies and the fundamental business environment to attract more 
even FDI inflows across Vietnamese provinces (see Section 9.4).  
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The findings reported in this chapter provide a systematic analysis and contribute to a better 
understanding of the actual factors that drive FDI inflows to provinces. This chapter 
examines how Vietnam’s location factors have had an impact on FDI patterns in terms of 
provincial-level analysis. To provide a more comparative perspective and analysis, Chapter 
8 of this thesis investigates Vietnam’s performance in attracting FDI inflows as a member 
of the ASEAN bloc. The outcomes of this investigation will help to validate some key 
theoretical propositions and provide a basis for telling the full story on the performance of 
Vietnam’s attraction of FDI at the national level from a comparative perspective against 
other countries. 
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CHAPTER 8: 
VIETNAM’S PERFORMANCE IN ATTRACTING FDI: A 
COMPARATIVE ANALYSIS 
 
8.1  INTRODUCTION 
FDI is generally expected to bring to host countries capital, technology and other skills 
(managerial, marketing, accounting, and so on) (Moosa 2002). Similar to most countries in 
other regions, competition to attract FDI inflows to develop a country’s economy has been 
a significant issue in almost all ASEAN countries. Indeed, to attract FDI to develop their 
country’s economy, ASEAN as a bloc, and also most ASEAN individual members, have 
adopted policy reforms and pursued trade and economic frameworks and trade agreements 
with non-ASEAN members. Through policy reforms, and bilateral and multilateral 
agreements on trade and investment, governments are accelerating changes in the private 
sector, opening the way to new entrepreneurs, as well as creating new opportunities for 
foreign investors to enter their economies. ASEAN countries together have accordingly 
attracted a high level of inward FDI in comparison with developing countries in other 
regions (see Table 8.2). 
However, there are relatively few studies on the efficacy of location factors on FDI inflows 
in the ASEAN context, and fewer still have made a detailed study of the performance of 
Vietnam in attracting FDI inflows in comparison with ASEAN countries, although 
Vietnam, together with other ASEAN countries, has been distinctive in their experience of 
promoting and attracting FDI inflows. An investigation of location factors across countries 
in the ASEAN region will provide empirical evidence to understand the factors affecting 
FDI inflows across these host countries better. This analysis will add to the FDI literature 
which is mainly focused on investigating the relationship between FDI inflows and 
economic development at the macroeconomic level, conducted usually in short period of 
investigation, and with a small number of variables. This study will provide a theoretical 
rationale for policy-makers in Vietnam and other ASEAN countries who want to refine and 
improve government policies and the economic environment to attract more FDI inflows. 
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The findings in Chapter 7’s systematic assessment have uncovered what drives FDI 
location choice at the provincial level in Vietnam. In order to provide a comprehensive 
understanding of Vietnam’s performance in attracting FDI at the national level from a 
comparative perspective against other countries, and to help validate some key theoretical 
propositions, Vietnam’s performance in attracting FDI inflows as a national member of the 
ASEAN bloc is undertaken in this chapter. An investigation of location factors of Vietnam 
in comparison with those of other ASEAN countries is relevant and important because 
Vietnam is a member of an important regional trade group–ASEAN. ASEAN member 
countries are economies with which Vietnam trades with most. Singapore, Thailand, and 
Malaysia are three ASEAN member countries in the top 10 trading partners of Vietnam 
(WB 2014). 
The objective of this chapter is to assess how Vietnam has performed in attracting FDI 
inflows in comparison with other ASEAN countries. As with Chapter 7, this chapter 
employs a quantitative methodology. The principal empirical-testing methodology for 
analysis in this chapter is models based on panel data. It first employs the FE estimates and 
ASEAN national data to identify and examine location factors that influence inward FDI-
location choice across ASEAN countries. These factors are market size, exchange rate 
uncertainty, trade openness, labour quality, labour costs, infrastructure development, and 
price inflation. Then, in order to investigate the effects of location factors of Vietnam 
among the ASEAN countries in attracting FDI inflows, this chapter uses FE estimates with 
a dummy variable for Vietnam. By using dummy variable, it can isolate the effects of the 
location factors of Vietnam in comparison with those of other ASEAN countries as a whole 
in attracting FDI inflows. 
The rest of this chapter is organised as follows. Section 8.2 presents a brief literature review 
of ASEAN FDI location factors. Following this is a discussion of the hypothesis 
development in Section 8.3, then there is a description of data sources used for the analysis 
in Section 8.4. Section 8.5 discusses the research methodology for this study. The results of 
the model estimations and a discussion of the study findings are in Section 8.6. The last 
section presents a short summary of Vietnam’s FDI-location factors in comparison with 
those of other ASEAN countries. Figure 8.1 outlines the structure of this chapter. 
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Figure 8.1  Structure of Chapter 8 
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8.2  ASEAN FDI-LOCATION FACTORS IN THE LITERATURE 
8.2.1  ASEAN countries 
The Association of South-East Asian Nations known as ASEAN-10 comprises Brunei 
Darussalam (Brunei), Cambodia, Indonesia, Lao PDR, Myanmar, Malaysia, the 
Philippines, Singapore, Thailand, and Vietnam. By 2012, its combined nominal GDP had 
grown to more than USD2,327 billion, with total trade with the rest of the world of more 
than USD2,476 billion (WB 2013). ASEAN member countries are highly diverse in terms 
of size, historical background, resource endowments, population, stages of economic 
development, culture, politics, economic policy, and economic conditions. For instance, 
Brunei has political stability, is blessed with abundant oil and gas resources, as well as 
being free from problems of high population density and urban congestion; the Philippines 
has experienced social and economic turbulence, as well as frequent natural disasters. The 
Philippines has faced problems of social instability, bureaucratic inefficiency, inadequate 
infrastructure, and a high rate of unemployment (Hemkamon 2007). 
Indonesia is a mineral-rich and agriculture-rich country with abundant human resources. Its 
economic performance has been supported by financial deregulation, foreign investment 
reforms, economic diversification strategies, sensible stabilisation policies, low labour cost, 
and a large domestic market. Like Indonesia, Malaysia, Thailand, and Vietnam have well-
endowed agricultural and mineral resources. However, Malaysia has good infrastructure 
development in both urban and rural areas, and none of the problems related to high 
population density; Thailand and Vietnam have abundant cheap labour as well as a positive 
attitude to foreign investment, but they have inadequate infrastructure development 
(Changwatchai 2010; Hemkamon 2007). 
Singapore is a very small island country, but it has the highest per capita income of all the 
ASEAN nations. Its development has mainly relied on foreign investment, concentrating on 
advanced technology and high-value-added industries such as electronics, biotechnology, 
and computer software. In contrast, Laos is a mountainous land-locked nation with the 
lowest GDP of the ASEAN nations. Its major exports are timber and wood products, 
electricity, textiles, and clothing, and its main imports are oil and gas, consumer goods, 
construction materials, vehicles and parts, and electrical appliances. Myanmar is the second 
largest country by land area after Indonesia. Its fishing, agriculture, and livestock account 
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for nearly 50 per cent of its GDP. Cambodia has abundant water resources for fisheries, 
hydroelectric power, and irrigation. Its major exports are agriculture, timber, rubber, and 
clothing, and its main imports are gas, petroleum, and consumer products, including 
motorcycles, cigarettes, and beverages (Hemkamon 2007). 
To attract FDI inflows to develop their economy, most ASEAN countries have adopted 
policy reforms. For instance, since the 1980s, in the ASEAN countries of Singapore, 
Indonesia, Malaysia, the Philippines, Vietnam, and Thailand, governments have initiated 
corporate-regulation reforms and economic restructuring. Hill (2013, p. 116) gives an 
example that ‘Indonesia achieved comprehensive reform in the mid-1980s, and this 
elevated growth rate and almost certainly averted a serious debt crisis’. Since then, and 
especially after the Asian financial crisis of 1997–1998, economic-policy reforms have 
moved ahead in Cambodia, Laos, and Myanmar. Through reforms, governments are 
accelerating changes in the private sector, opening the way for new entrepreneurs, as well 
as creating new opportunities for foreign investors to fuel ASEAN growth engines for the 
future. Table 8.1 presents a comparison between Vietnam and the other ASEAN countries 
in attracting FDI inflows over the past two decades. 
Table 8.1  A Comparison between Vietnam and other ASEAN Countries in Attracting 
FDI Inflows over the Past Two Decades (Million USD) 
Country 1990 1995 2000 2005 2008 2009 2010 2011 2012 
Vietnam 16 2336 2,081 2020 9579 7600 8000 7430 8368 
Brunei 1 13 19 275 330 371 626 1208 850 
Cambodia - 151 153 381 815 539 783 902 1557 
Indonesia 964 4346 4550 5260 9318 4877 13,771 19,241 19,853 
Lao PDR - 95 72 28 228 319 333 301 294 
Malaysia 2902 5816 5542 3967 7172 7453 9103 12,198 10,074 
Myanmar 4 277 240 300 863 973 1285 2200 2243 
The Philippines 530 1459 1489 1132 1544 1963 1298 1816 2797 
Singapore 4808 8788 6390 20083 11,798 24,418 48,637 55,923 56,651 
Thailand 3376 2004 2448 3687 8455 4854 9733 7779 8607 
(Sources: UNCTAD 1992, 2009, 2013) 
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Over the last 20 years, Vietnam together with some other ASEAN countries has been 
distinctive in the experience of promoting and attracting FDI inflows, which should be 
examined to contribute to the FDI literature. There are lessons that could and should be 
learned, particularly from Vietnam’s perspective. It has been acknowledged that the success 
of an ASEAN country in attracting FDI might be attributed to a combination of factors: 
political, social, and economic stability, favourable factor endowments, and development-
oriented governments with sound macroeconomic policies and pro-FDI policies (Chia 
1999). Hill and Athukorala (1998, p. 23) state that ‘FDI will continue to play a pivotal role 
in economic transformation, and in regional and global economic integration’, and 
favourable environments can lead to the success of ASEAN countries in attracting FDI. A 
study by Kindra et al. (1998) suggests that ASEAN countries have attracted FDI inflows 
based on their enhanced international standing as a profitable and internationally 
competitive area in which international enterprises can invest and conduct business. 
Ermisch and Huff (1999) argue that public policies to attract FDI and raise investment 
levels have promoted exports and have driven the hyper-growth of Singapore. According to 
Hill, Yean and Zin (2012, p. 1694), ‘Malaysia has been very open to FDI, especially for 
export-oriented manufactures, with relatively few restrictions and easy repatriation of 
profits’. The Thee (2001) study indicates that Indonesia has not been successful in taking 
advantage of FDI to improve its industrial technological capabilities because of the 
weaknesses and inefficiencies of the regulatory framework and business environment. 
Although ASEAN countries as a whole have attracted a high level of inward FDI in 
comparison with developing countries in other regions (see Table 8.2), the literature shows 
that among ASEAN members, there are divergent outcomes in attracting inward FDI. The 
next section discusses this issue in more detail. 
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Table 8.2  A Comparison between ASEAN and other Regions in Attracting FDI 
Inflows over the Past Decade (Million USD) 
Region 2003 2005 2007 2009 2011 
ASEAN 19,920 37,136 85,603 47,408 116,559 
North Africa 5376 12,738 23,936 18,224 7686 
West Africa 3466 4557 9555 13,461 16,100 
Central Africa 6340 4618 5892 6223 8533 
East Africa 2050 1651 4020 3786 3959 
Southern Africa 1281 7108 8075 10,951 6374 
East Asia 72,174 118,192 151,004 159,183 218,974 
South Asia 5729 9765 34,695 42,370 38,942 
West Asia 12,314 34,461 78,112 66,276 48,682 
South America 23,994 44,697 71,787 56,323 121,472 
Central America 16,250 20,730 38,913 20,757 27,895 
Oceania 352 397 1139 1940 1602 
(Sources: UNCTAD 2006, 2012) 
8.2.2  Literature on factors driving ASEAN FDI inflows 
As already discussed, as with investing in their home countries, foreign investors entering 
overseas markets ought to make decisions on where and how to set up plants. Their 
decisions on entry to overseas markets must be strategic and careful, because their 
businesses have to accommodate the business environment that can differ vastly from their 
home countries. Thus, host nations’ factors influencing the location choice of a foreign 
enterprise when investing in ASEAN countries have received attention from many scholars. 
Despite some differences in findings, much of the existing literature suggests that the key 
variables for determining FDI-location choice in Vietnam and other ASEAN countries are 
infrastructure development, labour quality, market size, trade openness, labour cost, 
exchange rate uncertainty, and macroeconomic uncertainty (see Table 8.3). 
Lucas (1993) employs a model of demand for foreign capital by multiple product 
monopolists to conduct tests on seven East and South-East Asian countries in terms of FDI 
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attraction. It shows that there is a positive relationship between a large domestic market and 
FDI inflows, while wage rates have a negative effect on inward FDI. The study reports that 
the tests on individual ASEAN countries provided mixed evidence of the effects of political 
stability and key episodes on FDI inflows, being significant in Thailand and Indonesia but 
insignificant in Malaysia. Nunnenkamp (1997) examines the reasons for Latin American 
countries falling behind Asian countries as host destinations for inward FDI by comparing 
their location advantages. The study finds that what makes Asian countries, particularly 
ASEAN countries, more attractive than Latin American countries are infrastructure 
development, competitive advantages in terms of transaction cost-related barriers to FDI, 
public decision-making transparency, macroeconomic stability, an advanced labour force, 
and better prospects of participating in global production. 
The strong and positive influences on FDI of GNP (size of the economy) and the growth in 
GNP are found in Goldar and Ishigami (1999). They use a panel data model to cover 11 
developing countries—five ASEAN countries and six other East and South Asian 
countries—for the period 1985 to 1994. However, their findings on trade propensity are 
mixed. Other features in addition to GNP have been found to be influential in attracting 
FDI in ASEAN countries. In the study by Mirza and Giround (2004) based on survey of 
subsidiaries of FIEs in ASEAN countries with the main focus on Vietnam, labour quality, 
political stability, government policies, and domestic-market size are found to be crucial in 
attracting FDI into this region.  
Similar to Lucas (1993), Hsieh (2005) examines inward FDI-location factors for four 
South-East Asian transitioning economies: Vietnam, Cambodia, Myanmar, and Laos in the 
period 1990 to 2003. Hsieh’s findings indicate that the key factor affecting inward FDI in 
these countries is market size, proxied by GDP per capita. It shows that the degree of 
openness has a positive effect on FDI inflows, while the Asian financial crisis reduces FDI 
inflows in these countries. However, the market-size variable produces mixed evidence of 
FDI attraction in the study by Mah and Yoon (2010). They investigate FDI inflows in 
Indonesia and Singapore. While market size appears to influence FDI inflows positively 
and significantly in Singapore, it is insignificant in Indonesia. Additionally, it shows that in 
Singapore, production factor costs do not influence FDI-location choice, but in Indonesia, 
the interest rate has a positive and statistically significant effect on inward FDI. 
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Table 8.3  Variables for FDI Location Choice in ASEAN Countries in the Literature 
Study 1 2 3 4 5 6 7 + 8 9 10 11 + 12 
          Country 
 
Variable 
East + South-
east Asia  
Latin America 
+ Asia 
Asia ASEAN ASEAN Indonesia & 
Singapore 
Thailand Malaysia Cambodia Vietnam 
Market sizes +  + + + + & IS  + + + 
Trade openness   + + & IS + +   + + + 
Labour quality   +  +       
Infrastructure 
development  
 +      +   
Labour costs  -  - - - IS IS    
Exchange rate 
uncertainty 
  -  -  IS - + - 
Macroeconomic 
uncertainty  
- & IS -  - -  - & IS -   
Other factors: 
government 
policies; interest 
rate, potential 
market, real 
income 
  
 
+ 
  
 
+ 
 
 
+ 
 
 
+ 
 
 
+ 
 
 
+ 
  
Notes: 
+ = Positive significant effect on FDI 
- = Negative significant effect on FDI 
IS = insignificant effect on FDI 
1 = Lucas (1993) 
2 = Nunnenkamp (1997) 
3 = Goldar and Ishigami (1999) 
4 = Mirza and Giround (2004) 
5 = Hsieh (2005) 
6 = Mah and Yoon (2010) 
7 = Chandprapalert (2000) 
8 = Brahmasrene and Jiranyakul (2002) 
9 = Ang (2008) 
10 = Cuyvers et al. (2011) 
11 = Nguyen and Haughton (2002) 
12 = Parker et al. (2007) 
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Using annual time series data from 1960 to 2005, Ang (2008) examines factors driving FDI 
inflows in Malaysia. Market size, proxied by real GDP, and increases in the level of 
financial development, infrastructure development, and trade openness are found to exert 
significant positive effects on FDI inflows; the growth rate of GDP has a small positive 
impact on inward FDI. Macroeconomic uncertainty, a high statutory corporate tax rate, and 
the appreciation of the real exchange rate appear to discourage FDI inflows in Malaysia. 
The study by Cuyvers et al. (2011) uses panel data sets for the period 1995 to 2005 to 
analyse the location advantages that might influence inward FDI in Cambodia. The 
estimation results are that Cambodia’s GDP, its bilateral trade with other countries, and the 
exchange rate have positive impacts on inward FDI, while geographic distance negatively 
affects the level of FDI inflows. 
Nguyen and Haughton (2002) and Parker et al. (2007) investigate the impact of the United 
States–Vietnamese bilateral trade agreement on FDI inflows to Vietnam. Findings by 
Nguyen and Haughton indicate that trade openness and the real exchange rate are 
significant location factors in attracting FDI. Parker et al. find that the United States–
Vietnamese bilateral trade agreement is an important factor for FDI. 
To sum up, the above review indicates that despite some differences in the findings in 
relevant studies, the key variables determining FDI-location choice at the national level in 
ASEAN countries can broadly be classified into seven main groups: (1) infrastructure 
development, (2) labour quality, (3) market size, (4) trade openness, (5) labour cost, (6) 
exchange rate uncertainty, and (7) macroeconomic uncertainty. This classification provides 
a set of useful criteria for the assessment of FDI-location factors at the national level in 
Vietnam and the nine other ASEAN countries, as presented in Figure 8.2. Although the FDI 
location factors of ASEAN countries have received attention from scholars, very few have 
studied this issue in terms of all of the 10 ASEAN member countries, and there is little 
detailed assessment of the impacts of the key factors on FDI inflows in Vietnam, compared 
with their impacts in other ASEAN countries. Moreover, most studies on FDI in ASEAN 
countries have considered only a small number of explanatory variables in attempting to 
establish statistical relationships with inward FDI. The next section of this chapter develops 
hypotheses for empirical analysis to bridge a gap in the literature. 
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Figure 8.2  Criteria for Assessing of FDI Inflows at the National Level  
in Vietnam and other ASEAN Countries 
 
8.3  HYPOTHESIS DEVELOPMENT 
To answer the research question of how Vietnam’s location factors have had an impact on 
FDI inflows in comparison with other ASEAN countries, and based on the existing 
literature already discussed, seven hypotheses are formulated. This study identifies a set of 
key location factors influencing FDI inflows in Vietnam and other ASEAN countries. 
These factors are trade openness, exchange rate uncertainty, market size, infrastructure 
development, labour cost, labour quality, and price inflation. For each factor, the study 
hypothesises its relationship with inward FDI in the ASEAN countries and then in 
Vietnam, and discusses the reasons for including it in the study. To test the hypotheses on 
the relationships between FDI inflows and the specified location factors of all ASEAN 
countries, a panel data analytical approach is employed (see Section 8.3.2). The main 
factors driving FDI inflows in Vietnam and the ASEAN countries are hypothesised as 
follows. 
8.3.1  Trade openness and FDI inflows 
On the one hand, trade flows with other countries normally precede FDI, with exporting 
firms learning about international-market opportunities before engaging in FDI (Narula & 
Wakelin 2001). Exports from the home nation can serve as a platform for the future 
expansion of FDI in a host market (Kogut & Change 1996). Hill (2004) argues that the 
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relationship between FDI inflows and exports is critical. Foreign investors are in favour of 
trade liberalization when they decide to utilize host destinations as part of the production 
network exporting to the rest of the world (Hill, Leung & Wilson 2010). On the other hand, 
a high volume of imports in a host market may signal a high penetration by FDI enterprises 
that might start by exporting to the host market and then switch to FDI when they have 
established a foothold at that destination (Billington 1999). Therefore, it can be expected 
that trade openness of a host country will be conducive to FDI inflows and will have a 
positive relationship with FDI inflows. A host country’s imports might supply a host 
affiliate with a full or partial product line from the home nation, and exports from a host 
affiliate to the parent-company home nation might supply inputs for the parent company or 
products for the home-nation market. 
Supporting this view, Ranjan and Agrawal (2011) and Vijayakumar et al. (2010) argue that 
much of FDI is export-oriented and may also require the import of complementary, 
intermediate, and capital goods. In this case, the volume of two-way trade is enhanced, and 
hence trade openness is generally expected to be a positive and significant driver of inward 
FDI (Asiedu 2002; Lankes & Venables 1996). In addition, the studies by Djokoto (2012), 
Liargovas and Skandalis (2012), and Pradhan (2010) report that trade openness has a 
significant and positive effect on FDI inflows. Trade openness is usually measured as the 
sum of the value of country’s exports and imports as a ratio of its GDP ((X+M)/GDP). It is 
hypothesised that: 
Hypothesis 1: Trade openness of a host country enhances the attractiveness of a 
country as a FDI destination. 
8.3.2  Exchange rate uncertainty and FDI inflows 
Government policies can often be significant in the determination of the exchange rate, 
particularly when currencies are overvalued or undervalued relative to cross-national 
differences in prices (Brewer 1993). It has long been argued that uncertainty from 
fluctuations in real exchange rates might contribute to a number of risks and influences on 
FDI inflows (Campa 1993; Dixit 1989). A study by Alba et al. (2010) reveals that FDI and 
exchange rate are interdependent over time; indeed, when industries are attractive to 
foreign investors, the exchange-rate-related variables have mainly had their impact on FDI 
inflows. The studies by Schmidt and Udo (2008) and Vita and Abbott (2007) find that 
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exchange rate uncertainty negatively affects FDI inflows. According to the risk-aversion 
theory, FDI inflows decrease when exchange rate volatility increases (Kosteletou & 
Liargovas 2000). In other words, a stable exchange rate might have a positive impact on 
FDI inflows. Because there are no historical data available on the real exchange rate in all 
ASEAN countries for the period of investigation, exchange rate uncertainty is measured as 
the annual percentage change in the nominal exchange rate of the ASEAN national 
currencies against the USD. The expectation can therefore be stated that: 
Hypothesis 2: Exchange rate uncertainty is detrimental to FDI inflows. 
8.3.3  Market size and FDI inflows 
Market size has been considered a key factor in attracting FDI inflows. It has often been 
suggested that as the demand in a host nation increases to a size permitting local production 
to be more cost effective than importing the products, multinational enterprises prefer 
serving the market by FDI (Vernon 1966). GDP is usually used in studies as a proxy for the 
market size of host countries. Previous studies, including that of Chakrabarti (2001), use 
this factor when estimating FDI inflows. According to Ghosh et al. (2012), host countries’ 
GDP is expected to have a positive impact on inward FDI, because horizontal FDI serves a 
market directly and would be more profitable than exports when the market size is large. 
Ranjan and Agrawal (2011) argue that a large consumer market means more consumption 
potential and thus more opportunities for trade. Countries with relatively large consumer 
markets can receive more FDI inflows than countries with smaller ones. Vijayakumar et al. 
(2010) show that countries with large market sizes may experience more inward FDI than 
countries with small market sizes. Findings from the studies of Garibaldi et al. (2002), 
Lankes and Venables (1996), and Resmini (2000) indicate that market size is a significant 
and positive location advantage of FDI inflows in host countries. Market size is commonly 
measured by GDP, GDP per capita, and the retail sales of products and services (Armstrong 
& Read 1998; Ranjan & Agrawal 2011; Vijayakumar et al. 2010). However, because there 
are no direct historical data available on GDP per capita and the retail sales of products and 
services in all ASEAN countries in the study period, here GDP is used as the proxy for 
market size. It is hence expected that: 
Hypothesis 3: Market size of a host country has a positive effect on the volume of 
FDI inflows. 
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8.3.4  Labour cost and FDI inflows 
As expressed in Dunning’s Eclectic theory, labour cost plays a significant role in the 
location choice of FDI. It has been argued by many researchers that cheap labour in 
developing nations is a major driving force for FDI inflows to these nations (Lecraw 1991). 
As argued by Ranjan and Agrawal (2011), high labour cost makes the cost of production 
high, and thus a high labour cost in the home country is expected to pull FDI to a host 
country with a low labour cost. Vijayakumar et al. (2010) support this view by arguing that 
a high labour cost results in a high cost of production and is expected to limit FDI inflows. 
Therefore, there is expected to be a significant negative relationship between labour cost 
and FDI inflows. Findings from several studies, including those of Dees (1998), London 
and Ross (1995), and Wignaraja (1998) show that labour cost has a negative effect on 
attracting FDI. Labour cost can usually be proxied by the salary and wage rates (Lankes & 
Venables 1996; Ranjan & Agrawal 2011; Vijayakumar et al. 2010). Because there are no 
direct historical data available on salary and wage rates for all ASEAN countries in the 
study period, this study uses gross national income (GNI) per capita to reflect the average 
labour cost to companies in these countries. This technique is utilised by Du (2011) when 
studying the determinants of FDI in Vietnam. It is therefore hypothesised that: 
Hypothesis 4: Labour cost deters FDI inflows. 
8.3.5  Infrastructure development and FDI inflows 
As stated in Dunning’s Eclectic theory, infrastructure development in communications and 
transportation creates a more favourable climate for FDI inflows. Good infrastructure 
attracts FDI by connecting FDI firms to their customers and suppliers, in effect enlarging 
the size of the market and reducing the cost of operations (OECD 2006). Cheng and Kwan 
(2000) propose that when a potential FDI destination has a well-developed transport 
infrastructure, it reduces the costs and increases the reliability of transport, and thus makes 
the destination more attractive for FDI inflows. Similarly, Vijayakumar et al. (2010) 
contend that well-established and good-quality infrastructure is an important location 
advantage of FDI inflows, and a significant positive relationship is expected between FDI 
inflows and infrastructure development. Ranjan and Agrawal (2011) support the view that a 
well-established and advanced infrastructure facility indicates the prosperity of a country 
and provides an opportunity for FDI. They add that the opportunity to attract FDI inflows 
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stimulates a country to develop good infrastructure facilities. A study by Rehman et al. 
(2011) indicates that a strong positive impact of good infrastructure on attracting FDI in 
both the short term and the long term is evident in the case of Pakistan. Loree and 
Guisinger (1995) and Wheeler and Mody (1992) support the finding that FDI inflows are 
positively associated with the level of infrastructure development in host countries. The 
availability of good-quality infrastructure has been measured by factors such as ease of 
access to electricity, water, transport, and telecommunications (Ranjan & Agrawal 2011). 
Moosa and Cardak (2005) use telephone lines per 100 inhabitants as a proxy for 
infrastructure development. Recently, other researchers (Lydon and Williams 2005; Shen et 
al. 2009) have used mobile phone and Internet use per capita as their proxy for 
infrastructure development. In Vietnam’s case, however, there is an absence of historic data 
on mobile phone and Internet use per capita in ASEAN countries for the period under 
investigation. This study uses the same proxy as Moosa and Cardak (2005) and the 
following hypothesis is formulated: 
Hypothesis 5: Good infrastructure of a host country encourages FDI inflows. 
8.3.6  Price inflation and FDI inflows 
A country that has a stable macroeconomic environment with high and sustained growth 
rates receives more FDI inflows than countries with more volatile economies (Vijayakumar 
et al. 2010). Macroeconomic stability is usually proxied by price inflation (Dasgupta & 
Ratha 2000). When price inflation is taken as the proxy for the degree of the 
macroeconomic stability of a host country, the classic symptoms of fiscal or monetary 
control result in unbridled inflation. International investors prefer investing in stable 
economies, as they have a low degree of uncertainty (Nonnenberg & Mendonca 2004). 
Moosa (2002) argues that inflation has impacts on the purchasing power of consumers and 
can be an adverse factor for economic growth. High inflation can lead to a difficult 
operating environment for FIEs, including the problem of pricing products and inflation-
induced financial accounting problems. According to the studies of Ranjan and Agrawal 
(2011) and Vijayakumar et al. (2010), price inflation of host countries has a negative 
influence on FDI inflows. It is therefore hypothesised that: 
Hypothesis 6: Price inflation discourages FDI inflows. 
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8.3.7  Labour quality and FDI inflows 
In a knowledge-capital model of FDI, firms locate their knowledge-generating activity in 
countries with abundant skills, suggesting that a country with a high level of labour skills is 
expected to receive more FDI than countries with low levels of labour skills (Ghosh et al. 
2012). According to Dent and Randerson (1996), Markusen (1995), and Milner and 
Pentecost (1996), the availability of semi-skilled and skilled labour force at a reasonable 
cost is what foreign investors are looking for when investing abroad. It has been argued that 
the supply of a skilled workforce at a comparatively low cost has contributed to the success 
of the leading FDI recipients in the ASEAN countries (Chia 1999) and in China (Dees 
1998). Dent and Randerson (1996) and Milner and Pentecost (1996) report that the 
availability of skilled labour force at a relatively low cost in the United Kingdom is its 
location advantage over the EU countries. The lack of skilled labour also appears to be a 
deterrent to FDI for Sri Lanka (Wignaraja 1998) and for many other Asian developing 
countries (Urata & Kawai 2000). The labour quality of host countries can be proxied by the 
literacy rate (Wei 2000), school enrolment (Cheng & Kwan 2000; Schneider & Frey 1985; 
Urata & Kawai 2000), educational attainment (Ghosh et al. 2012), or the number of tertiary 
students (Moosa & Cardar 2005). In this thesis, the ratio of the number of tertiary students 
to the total population is used as a proxy for labour quality for attracting inward FDI, and 
the following hypothesis is formulated: 
Hypothesis 7: Availability of high-quality labour encourages FDI inflows. 
8.4  DATA DESCRIPTION AND SOURCES 
In order to investigate the effects of the key location factors in attracting FDI inflows to 
Vietnam compared to the nine other ASEAN countries as a whole, this study uses publicly 
available data at the national level for each of the ASEAN countries over the period of 1990 
to 2012. The data come from two primary sources: the World Development Indicator 
(WDI) (various issues) published by the World Bank (WB) and the World Investment 
Report (WIR) (various issues) published by the United Nations Conference on Trade and 
Development (UNCTAD). These sources are used in a number of empirical studies on FDI 
inflows (Ghosh et al. 2012; Le 2004; Moosa & Cardak 2005; Ranjan & Agrawal 2011; 
Varamini & Vu 2007; Vijayakumar et al. 2010). Both Kitunzi (2012) and Sekaran (2003) 
argue that data that are empirically and scientifically gathered by UNCTAD and the World 
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Bank can enhance the reliability and validity of the study findings. The World 
Development Indicators belong to a primary collection of development indicators, 
compiled from official international sources. The indicator presents the most current and 
more comparable global development data available, and includes national, regional, and 
global estimates (Le 2004; WB 2013). 
UNCTAD is the principal organ of the United Nations General Assembly in the field of 
trade and development. Its mandate is to accelerate economic growth and development, 
particularly in developing countries. UNCTAD discharges its mandate through policy 
analysis; intergovernmental deliberations, consensus building and negotiation; monitoring, 
implementation, and follow-up, and technical cooperation. FDI data used for analysis in 
this study are from the Division on Investment and Enterprise of UNCTAD, which is a 
global centre of excellence, dealing with issues related to investment and enterprise 
development in the UN system. The organisation has three and a half decades of experience 
and international expertise in research and policy analysis, and intergovernmental 
consensus building, and it provides technical assistance to developing countries (UNCTAD 
2012). 
Data on the dependent variable (FDI inflows in Vietnam and other ASEAN countries) in 
this chapter come from WIRs. Data on the independent variables of exchange rate 
uncertainty (EXCH), trade openness (TRAD), market size (MARK), infrastructure 
development (INFR), labour costs (LABC), labour quality (LABC), and price inflation 
(INFL) are drawn from WDIs. Exchange rate uncertainty is measured as the annual 
percentage change in the nominal exchange rate of ASEAN currencies against the USD. 
Trade openness is computed as the ratio of the import of goods and services plus the export 
of goods and services divided by GDP. Imports of goods and services represent the value of 
all goods and services received from the rest of the world, and exports of goods and 
services represent the value of all goods and services provided to the rest of the world (WB 
2013). 
Market size is proxied by the country’s GDP. Infrastructure development is proxied by 
telephone lines per 100 inhabitants. Labour cost is proxied by gross national income (GNI) 
per capita. Labour quality is proxied by the ratio of the number of tertiary students to the 
total population. Price inflation, as measured by the annual growth rate of the implicit GDP 
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deflator shows the rate of price change in the economy as a whole (more detail is provided 
in Appendix 8.6). Table 8.4 summarises the variables and data sources for this study. 
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Table 8.4  Variables and Data Sources for this Study 
Hypothesis Variable Reasons for Inclusion Expected 
Sign 
Data 
Source 
 FDI: Annual inflows of FDI in current USD The dependent variable 
 UNCTAD 
Hypothesis 1 TRAD: Trade openness Indicates the degree of international exposure; 
A measure of openness of the economy; 
Most FDI is directed to the traded-goods sector. 
+ WB 
Hypothesis 2 EXCH: Exchange rate uncertainty The volatility of the nominal exchange rate is 
considered to be a kind of market risk, discouraging 
FDI. 
- WB 
Hypothesis 3 MARK: Market size Captures demand for goods and services; 
Proxied by gross domestic product (in USD). 
+ WB 
Hypothesis 4 LABC: Labour cost Proxied by GNI per capita (in USD); 
High labour cost has a negative effect on FDI inflows. 
- WB 
Hypothesis 5 INFR: Infrastructure development Part of the infrastructure needed to conduct 
international business; 
Proxied by telephone lines per 100 inhabitants; 
Availability and cost of telecommunications is 
important for FIEs for business activities. 
+ WB 
Hypothesis 6 INFL: Price inflation  Proxy for macroeconomic stability; 
FIEs prefer to invest in stable economies that reflect a 
low degree of uncertainty. 
- WB 
Hypothesis 7 LABQ: Labour quality A measure of quality of labour force; 
Proxied by the ratio of the number of tertiary students 
to the total population. 
+ WB 
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Data on annual FDI inflows to ASEAN countries exhibit large disparities between the more 
developed and less developed countries. For example, FDI inflows to Singapore and 
Indonesia are 100 times higher than those to Laos and Cambodia. Owing to the nature of 
this disparity, the dependent variable (FDI) is transformed into logarithm form. To examine 
whether when making location choice for a given year in ASEAN countries, foreign 
investors are influenced by the location factors of the previous year, a one-year lag of the 
dependent and independent variables is introduced in this study (see Section 7.4). 
Tables 8.5 and 8.6 present descriptive statistics and correlation statistics of variables, 
respectively. Table 8.5 displays the descriptive statistics of the dependent and independent 
variables in the study, including the number of observations, the mean and standard 
deviations of each variable, and the minimum and maximum values of the variables. All 
variables have a range of 164 to 230 observations. The MARK has the highest mean and 
standard deviations of 93,183.03 and 127,556.9 respectively in the data distribution. 
Standard deviation values of market size of 127,556.9 indicate the big difference in market 
size across the ASEAN countries in the period 1990–2012. 
The correlation matrix of variables in Table 8.6 indicates a high correlation of INFR with 
TRAD (0.87) and LABC (0.83), and LABC with TRAD (0.70). The existence of a high 
correlation between the independent variables might cause a problem of multicollinearity, 
which may affect the efficient estimation of the standard errors in the model. However, 
Achen (1982) reasons that while only a few of the included variables show a high level of 
correlation, it is not necessary to exclude them from the estimation because this correlation, 
which may cause multicollinearity, does not violate any regression assumptions. The study 
by Zhang (2011) shows that the presence of multicollinearity does not bias results or affect the 
fitness of the model, as discussed in Section 7.4. 
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Table 8.5  A Summary of Descriptive Statistics of This Study 
Variables Observation Mean Standard Deviation Min Max 
FDI 230 4,104.8 8,047.805 0 56,651 
TRAD 227 1.24793 0.9377556 0.05 4.6 
EXCH 230 56.06574 769.3929 -21.55 11,667.83 
MARK 229 93,183.03 127,556.9 865 878,193 
LABC 228 6,141.84 10,297.01 90.30683 51,122.93 
INFR 230 10.57344 12.90184 0.0326796 49.65172 
INFL 218 9.163213 14.4167 -22.09025 127.974 
LABQ 164 1.628377 1.167574 0.0604924 4.584482 
(Source: Researcher’s estimation) 
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Table 8.6  Correlation Matrix of the Variables of This Study 
Variables FDI  TRAD EXCH MARK LABC INFR INFL LABQ 
FDI  1.000        
TRAD 0.5450* 1.000       
EXCH 0.0227* -0.1457* 1.000      
MARK 0.5662* 0.0863* -0.1102* 1.000     
LABC 0.2742* 0.7038* -0.1676* 0.0520* 1.000    
INFR 0.4431* 0.8709* -0.0540* 0.1724* 0.8321* 1.000   
INFL -0.2907* -0.2809* 0.6866* -0.1360* -0.2292* -0.3046* 1.000  
LABQ 0.7057* 0.5379* -0.3276* 0.5328* -0.3530* 0.4996* -0.3160* 1.000 
Note: *: Statistically significant at the 1% level 
(Source: Researcher’s estimation) 
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8.5  RESEARCH METHODOLOGY 
This section discusses the analytical approach. It specifies and assesses the models used 
in the empirical analysis to address the objective of this chapter, which is to investigate 
the key factors for attracting FDI inflows to Vietnam by empirically testing their 
impacts on FDI inflows in comparison with those of the nine other ASEAN countries. 
8.5.1  Analytical approach 
The research reported here employs a quantitative approach, as with the research 
reported in Chapter 7. The principal empirical-testing methodology used is the 
multivariate regression model used in various studies on FDI, such as those of Banga 
(2003), Djokoto (2012), Ghosh et al. (2012), Hogenbirk (2002), Le (2004), Liargovas 
and Skandalis (2012), Phan (2004), and Pradhan (2010). Particularly, this chapter 
employs panel data models when studying FDI location factors at the national level 
(Ranjan & Agrawal 2011; Vijayakumar et al. 2010). 
Panel data analyses provide a robust framework for exploring the role of the key 
location factors of market size, exchange rate, trade openness, labour quality, labour 
cost, infrastructure development, and price inflation in ASEAN countries in influencing 
FDI-location choices. They can help to investigate the location factors of Vietnam in 
attracting FDI inflows in comparison with those of other ASEAN countries. Panel data 
sets have a cross-sectional unit of observation, i, which in this chapter is country i, and 
they have a temporal reference, t, which in this chapter is the year t. 
8.5.2  Model specification 
In this chapter, the dependent variable is annual FDI inflows in USD at the national 
level of each of the ASEAN countries, and the explanatory variables are FDI-location 
factors, including TRAD, EXCH, MARK, LABC, INFR, INFL, and LABQ. Based on 
the hypotheses developed in Section 8.3, FDI inflows in the ASEAN countries are a 
function of the following independent variables: 
(8.1) FDI = f (TRAD, EXCH, MARK, LABC, INFR, INFL, LABQ) 
As discussed above, equation (8.1) can be changed into a mathematical form using 
linear regression as follows. 
(8.2)  FDIi,t = α + β1*TRADi,t + β2*EXCHi,t + β3*MARKi,t + β4*LABCi,t  
          + β5*INFRi,t + β6*INFLi,t + β7*LABQi,t + εi,t, 
where, 
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FDIi,t: The annual inflow of foreign direct investment in USD for country i at time 
t; 
TRADi,t: Trade openness for country i at time t and, it is computed as the ratio of 
imports of goods and services plus exports of goods and services divided by 
GDP; 
EXCHi,t: Exchange rate uncertainty for country i at time t, and it is measured by 
the annual percentage change in the nominal exchange rate of the national 
currencies against USD; 
MARKi,t: Market size of country i at time t, and it is proxied by gross domestic 
product (GDP) in current USD; 
LABCi,t: Labour cost for country i at time t, and it is proxied by gross national 
income (GNI) in current USD; 
INFRi,t: Infrastructure development of country i at time t, and it is proxied by 
telephone lines per 100 of the population; 
INFLi,t: Price inflation (annual per cent) for country i at time t; 
LABQi,t: Labour quality of country i at time t, and it is proxied by the ratio of the 
number of tertiary students to the total population; 
εi,t: The error term over the time t; 
α: An intercept which is assumed to be constant over time t and specific to the 
individual country unit i; 
i = 1,2, …,10 and t = 1,2, …, 23. 
8.5.3  Model estimation 
The two major methods of panel data models are the FE model and the RE model. The 
challenge facing researchers is to decide which model is better: the RE model or the FE 
model (Gujarati 2003). There is a formal test that helps in evaluating the models. The 
Hausman test (1978) evaluates the significance of one estimator versus an alternative 
estimator. It helps researchers to evaluate whether a statistical model corresponds to the 
data. This test compares the fixed versus random effects under the null hypothesis that 
the individual effects are uncorrelated with the other estimators in the model. If the null 
hypothesis is rejected, the conclusion is that the RE model is not appropriate and that it 
may be better to use the FE model (Gujarati 2003). 
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For this study, as a result of the Hausman test (see Appendix 8), the FE model is used 
for the estimations. The model has been refined and applied in this study as follows: 
(8.3)     FDIi,t = α + β1*TRADi,t + β2*EXCHi,t +  β3*MARKi,t + β4*LABCi,t 
             + β5*INFRi,t + β6*INFLi,t + β7*LABQi,t + [β8*FDIi,t-1 
             + β9*TRADi,t-1 + β10*EXCHi,t-1 +  β11*MARKi,t-1 
             + β12*LABCi,t-1 + β13*INFRi,t-1 + β14*INFLi,t-1 
             + β15*LABQi,t-1] +  εi,t. 
This equation aims to: (1) investigate the relationship between location factors and FDI 
inflows in the ASEAN countries; and (2) measure whether the effects of a one-year lag 
of variables has an impact on FDI investors when making decisions to invest in the 
ASEAN countries. 
Further, from this equation, this chapter explores the development of an additional 
model with the dummy variable for Vietnam (Dvn), where: 
 = 1,																																
	0, 	
	
ℎ		
. This is to examine location factors of Vietnam in 
attracting FDI among ASEAN countries. Using this dummy variable, the effect of these 
location factors can be isolated from those of other ASEAN countries as a whole. 
Therefore, in this model, the focus is on analysing the coefficients related to Vietnam in 
order to find out whether Vietnam can compete with other countries in the ASEAN bloc 
in attracting FDI through its location factors. The model for this purpose is presented 
below. For the empirical analysis, this study uses the econometric software package 
Stata (Version 11), as discussed in Section 7.5.4. 
(8.4)     FDIi,t = α + β1*TRADi,t + β2*EXCHi,t +  β3*MARKi,t + β4*LABCi,t 
             + β5*INFRi,t + β6*INFLi,t + β7*LABQi,t 
             + [β8*Dvn*TRADi,t + β9*Dvn*EXCHi,t +  β10*Dvn*MARKi,t 
             + β11*Dvn*LABCi,t + β12*Dvn* INFRi,t + β13*Dvn*INFLi,t 
             + β14*Dvn*LABQi,t] + εi,t. 
8.6  EMPIRICAL RESULTS AND DISCUSSION 
The previous sections developed hypotheses and methodology as well as presenting 
data to be used in this chapter. This section reports the results of the econometric 
models. It first discusses the findings on FDI-location factors across ASEAN countries, 
 268 
and then analyses the empirical results of Vietnam’s FDI-location factors that are 
isolated from the ASEAN FDI-location factors. This is to find out whether Vietnam can 
compete with other ASEAN countries, as a whole, in terms of FDI attraction. 
8.6.1  ASEAN FDI location factors: Results and discussion 
Having identified the potential location factors expected to influence the volume of FDI 
inflows in ASEAN countries, the next task is to quantify and analyse their effects. Table 
8.7 presents the estimation results using FE estimates and ASEAN national level data. 
Table 8.7  Results of FDI Location Factor Impact across ASEAN Countries  
Variables Fixed effect estimates 
Dependant variable: FDI inflows 
Trade openness 1.7836** 
(0.7165582) 
Exchange rate uncertainty 0.0468965* 
(0.0240637) 
Market size 5.578269** 
(2.318748) 
Labour cost -0.0000102 
(0.0000425) 
Infrastructure development 0.0019788 
(0.0715936) 
Price inflation -0.0294602 
(0.0207929) 
Labour quality 0.938934* 
(0.5011398) 
One-year lagged variables 
Lagged FDI inflows 0.5546018*** 
(0.0804854) 
Lagged trade openness -1.343112* 
(0.6999742) 
Lagged exchange rate uncertainty  -0.0068157 
(0.0116472) 
Lagged market size -4.442657* 
(2.261223) 
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Lagged labour cost -5.2206* 
(0.0000452) 
Lagged infrastructure development -0.0190924 
(0.0911942) 
Lagged price inflation -0.002576 
(0.0085306) 
Lagged labour quality -1.24923** 
(0.4473599) 
Constant -5.565924** 
(1.76641) 
Observation 129 
R2 within = 0.7196 
between = 0.9911 
overall = 0.8738 
Rho 0.73020144 
Note: Numbers in parentheses are standard deviation; ***, **, * indicate that coefficients are statistical 
significant at 1%, 5% and 10% levels, respectively. 
(Source: Researcher’s estimation) 
The main results of the regression show that market size, trade openness, exchange rate 
uncertainty, and labour quality are found to have significant positive effects on FDI 
inflows across ASEAN countries. Infrastructure development has an insignificant 
positive effect, while labour cost and price inflation have insignificant negative impacts 
on FDI inflows. 
The regression analysis finds that market size exerts a significant positive effect on FDI 
inflows to ASEAN economies. The estimated coefficient of 5.578 on FDI at the 5% 
significance level indicates that a 1 per cent increase in market size proxied by GDP can 
lead to a 5.578 per cent increase in FDI inflows. This finding demonstrates that market 
size is one of the important driving forces of the location factors determining FDI 
inflows to ASEAN economies. 
This result is consistent with Hypothesis 3 that Market size of a host country has a 
positive effect on the volume of FDI inflows. It is consistent with findings in various 
other studies on this topic, including those of Ang (2008) on Malaysia; Cuyvers et al. 
(2011) on Cambodia; Goldar and Ishigami (1999) on Asia; Love and Lage-Hidalgo 
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(2000) on Mexico; Lucas (1993) on East and South-East Asia; Wang and Swain (1995) 
on China and Hungary; and Aristotelous and Fountas (1996), and Lunn (1980) and 
Scaperlanda and Balough (1983) on European countries. All of these report that FDI 
receives a positive and significant impact from the market size of host countries. 
This result provides evidence of the prevailing market-seeking FDI across countries in 
the ASEAN bloc. Countries with larger markets attract more FDI, and large number of 
foreign investors are motivated to invest in these host countries so that they can supply 
goods and (or) services to them. This result is consistent with Vernon’s Product Life 
Cycle theory that argues that a large market of a host country provides a greater 
opportunity for multinationals in terms of production sales, in the internal market and 
for re-export to other markets. Market size plays a significant important role in 
attracting inward FDI, enabling MNCs to internalise profits from sales in the host 
destination. 
This regression result is in line with the primary message of the Dunning (1993) FDI 
theory, which argues that if a host country is chosen as the destination for FDI, it ought 
to be more profitable for foreign investors to invest and conduct business in that country 
than in others. If the production of goods and services for a new market is the primary 
concern, the market size of a host destination for FDI will come into play. The market 
size of host countries will play a significant factor in determining FDI-location choice 
when foreign investors would like to seek markets that allow them to internalise profits 
from sales within the host countries. 
There is a significant positive effect of trade openness on national FDI-location choices 
in ASEAN countries. This result is broadly consistent with FDI theoretical arguments 
and other studies in the literature. The estimated coefficient of 1.783 at the 5% 
significance level indicates that the influence of trade openness on FDI inflows across 
ASEAN countries is significant and positive. This finding is in line with the expectation 
of Hypothesis 1 that Trade openness of a host country enhances the attractiveness of a 
country as a FDI destination. It is consistent with other empirical studies on FDI-
location factors at the national level, including those of Billington (1999) on the United 
Kingdom; Djokoto (2012) on Ghana; Ferris et al. (1994) on Romania; Hsieh (2005) on 
Vietnam, Cambodia, Myanmar, and Laos; Liargovas and Skandalis (2012) on Latin 
America, Asia, Africa, and Eastern Europe; Nunnenkamp (1997) on Latin America and 
Asia; Pradhan (2010) on India; and Mirza and Giround (2004), Nguyen and Haughton, 
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(2002) and Parker et al. (2007) on Vietnam. All of them support the view that trade 
openness has a positive impact on FDI inflows. 
The result of the regression on trade openness supports an argument of Dunning’s 
Eclectic theory that international economic involvement by foreign investors in another 
country might be aimed at supplying products for both home and host-country markets. 
Production for a foreign destination might be wholly or partly located in the home, the 
host, or a third nation, or even in a combination of the three. Likewise, production for 
the home country might be served from a domestic or an overseas country. The level of 
openness of a country indicates the intensity of economic interactions between it and the 
rest of the world. Trade openness of the country demonstrates the competitive position 
of that country in terms of international trade and exposure. A high level of trade 
openness represents a high level of global exposure of that economy. Opening of the 
local economy will provide a more conducive environment for investing in the host 
country. 
Through trade, international business normally provides the impetus for inward FDI and 
the international production that serves to substitute for or complement trade. This can 
be explained in two ways. First, an increase in imports to host countries may assure the 
producers that existing markets are under less uncertainties and risks for investment, 
thereby encouraging inward FDI. This effect is stronger if imports are targeted to larger 
integrated markets and the possibility of cross-border vertical integration and smooth 
operations of affiliates. Second, a high level of exports from the home nation can serve 
as a platform for the future expansion of inward FDI to host destinations with lower 
production costs and greater access to new markets. Thus, higher export and import 
levels can encourage inward FDI, especially in developing countries. 
The regression result provides evidence that trade openness of ASEAN countries has a 
strong relationship with FDI inflows. This is the reason that most ASEAN countries are 
trying to open their markets to the world by signing various bilateral and multilateral 
agreements on trade and investment. This result confirms the critical argument of 
Dunning’s FDI theory that high levels of both imports and exports have the potential to 
enhance a nation’s attractiveness for inward FDI. 
Interestingly, the panel regression analysis shows that exchange rate uncertainty 
contributes positively to the inflow of FDI in ASEAN economies with an estimated 
coefficient of 0.046 at the 10% significance level. This result differs from those in 
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previous studies on Vietnam and other countries, which usually suggest that exchange 
rate uncertainty has a significantly negative impact on FDI-location choice. For 
example, the studies by Alba et al. (2010), Campa (1993), and Schmidt and Udo (2008) 
on the United States; Goldar and Ishigami (1999) on Asia; Parker et al. (2007) on 
Vietnam; and Vita and Abbott (2007) on the United Kingdom, all report that exchange 
rate uncertainty has a negative effect on FDI inflows. 
The finding on exchange rate uncertainty contradicts the expectation of Hypothesis 2. 
Based on the finding, the hypothesis that Exchange rate uncertainty is detrimental to 
FDI inflows is therefore rejected. In other words, exchange rate uncertainty seems to be 
a location advantage of ASEAN countries for foreign investors. It is possible that 
foreign investors may perceive a high level of exchange rate uncertainty as potentially 
providing a greater return on investments when investing in the ASEAN region. 
Fluctuations in the exchange rate might have a positive impact on FDI location choice. 
This is consistent with Aliber’s (1971) theory that states that imperfections in foreign 
exchange markets allow multinationals to make foreign exchange gains through an 
under- or over-valued currency. It is also in line with Cushman’s (1985) theory that 
argues that the effect of risk-adjusted expected foreign currency appreciation is to lower 
foreign capital cost, thus stimulating direct investment. Exchange rate movements 
mirrored changes in macroeconomic factors such as relative labour costs and purchasing 
power, and it is these that determine FDI. For example, on the one hand an appreciation 
of ASEAN’s currencies may encourage inward FDI due to the higher purchasing power 
of consumers. On the other hand, depreciation of the exchange rate in ASEAN can 
reduce the cost of input factors, thereby increasing the return on investment, and thus 
stimulating FDI inflows to these host destinations. When multinationals invest in 
ASEAN, they may capitalise their income streams to take account of these 
uncertainties.  
As with market size, trade openness, and exchange rate uncertainty, labour quality is 
considered an important factor determining inward FDI in ASEAN countries. The 
regression analysis shows that labour quality proxied by the ratio of the number of 
tertiary students to the total population is positively correlated with FDI inflows, and is 
statistically significant at the 10 per cent level. The result suggests that labour quality is 
important to the FDI location choices of foreign investors when investing in ASEAN, 
meaning that the higher the level of labour quality of a host country, the more FDI the 
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country attracts. In other words, this result suggests that the supply of a skilled 
workforce contributes to attracting FDI in most ASEAN countries. 
This result is in line with Hypothesis 7 that Availability of high-quality labour 
encourages FDI inflows. This finding is by and large consistent with studies by 
Cassidy and Andreosso-O’Callaghan (2006), Fung et al. (2002), Gao (2005), and Liu 
and Daly (2011) on China; Hsieh (2005) on Vietnam, Cambodia, Myanmar, and Laos; 
Nunnenkamp (1997) on Latin America and Asia; and Ramasamy and Yeung (2009) on 
OECD countries. This result affirms the theory of a knowledge-capital model of FDI 
that multinational enterprises locate their knowledge-generating activity in countries 
with abundant skills; this suggests that a country with a high level of labour skills is 
expected to be more successful in attracting FDI. 
This result is consistent with a primary message of Dunning’s Eclectic theory that 
argues that for more attractive labour market conditions to foreign investors, the 
significant factor is not only the low labour cost, but should also take into consideration 
of the high quality of a workforce offering high productivity, flexibility, and 
adaptability in the host country. The development of labour quality therefore has a 
significant influence on inward FDI. Foreign investors prefer to invest in overseas 
destinations offering an educated populace, because this reflects high learning and 
decision-making capabilities and levels of skills. Further, a well-educated and skilled 
workforce indicates high productivity and labour quality. 
Lower production costs will stimulate the overseas market entry of foreign investors 
seeking profit maximisation. The cost advantage comprises of the nominal costs of 
inputs, including materials and labour, and by access to labour availability and level of 
technical and managerial skills. Thus, in order to attract more FDI inflows, the host 
destination has to offer a relatively capable and skilled labour force. 
The results of the regression analysis report that labour cost, price inflation, and 
infrastructure development all have the expected signs but have insignificant effects on 
FDI in ASEAN countries. Among these three variables, labour cost and price inflation 
show negative effects, whereas infrastructure development shows a positive effect. 
These results confirm the expectations in terms of positive and negative impacts, but not 
in terms of significance. Although these results are not significant, they are broadly 
consistent with the expectations of Hypothesis 4: Labour cost deters FDI inflows, 
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Hypothesis 5: Good infrastructure of a host country encourages FDI inflows, and 
Hypothesis 6: Price inflation discourages FDI inflows. 
FDI is a vehicle for multinationals to use to maximise profits by locating their business 
and production activities in other countries. To achieve their profit-maximising 
objective, multinationals will deploy their value-chain activities in a host destination 
with the lowest costs. In other words, a major motivation for FDI is to lower input costs 
via the use of low-cost input factors (transportation costs, labour costs, and labour 
quality) in the foreign host destination. Labour costs often constitute a substantial 
proportion of total production costs, especially for labour-intensive industries; thus, if a 
foreign firm locates its investment in a host country with low labour costs, it may 
achieve higher profits. In addition to low labour costs, a reduction in transportation 
costs is a considerable factor of foreign investors’ FDI-location choice. Countries with 
well-developed infrastructure and a well-trained labour force are likely to be more 
attractive for overseas investors, because these factors might help to promote their 
business profitability. 
However, compared with other factors such as market size, trade openness, and labour 
quality, this study’s results show that labour costs and infrastructure development are 
less significant for FDI location choice in the ASEAN region. This can be explained by 
an argument of Dunning’s Eclectic theory that a significant factor for location choice is 
low-cost labour force, and taking into considerations of the quality of the workforce 
offering high productivity, flexibility, and adaptability in the host country, as already 
discussed. Although the results of the regression analysis on these variables do not 
provide strong evidence to support hypotheses 4, 5, and 6, they are in line with several 
empirical studies such as Brahmasrene and Jiranyakul (2002) on Thailand; Lucas (1993) 
on East and South-East Asia; Mah and Yoon (2010) on Indonesia and Singapore; and 
Vijayakumar et al. (2010) on Brazil, Russia, India, China, and South Africa. 
Foreign investors are generally assumed to make an investment choice for a given year 
by referring to location factors and the volume of FDI inflows in host countries in 
previous years. As discussed in Section 8.4, in order to examine whether when making 
FDI location choices for a given year in ASEAN countries, foreign investors are guided 
by consideration of the factors of the previous year, a one-year lag of the dependent and 
independent variables is added to the model. According to the results of the regression 
analysis, lagged FDI has a significant positive effect on FDI inflows, whereas lagged 
variables for TRAD, MARK, LABC, and LABQ have significant negative impacts. 
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Other variables of lagged EXCH, INFR, and INFL show insignificant and negative 
effects. 
These results indicate that of all of the lagged variables, only lagged FDI has a strong 
positive influence on FDI in ASEAN. This suggests that the more FDI a country 
accumulates, the more FDI will come. Foreign investors pay attention to FDI projects in 
previous years, because they want to be safe by following successful cases. 
Additionally, foreign investors keep coming to countries in which they or other foreign 
investors have invested in previous years. The result can be explained by the fact that 
the FDI value for a project is spread over several years. 
This result is consistent with the Hymer (1960) Ownership Advantage theory, extended 
by Ball et al. (2008), Faeth (2005), and Knikerbocket (1973), as discussed in Section 
2.3.1, that multinationals are active in imperfectly competitive markets and invest as a 
result of a ‘follow the leader’ strategy or in reaction to overseas enterprises ‘invading’ 
their local market. When one firm enters the market, other firms in the industry follow. 
Competitors invest to avoid losing the markets served by exports, once the initial 
investor starts local production. They may fear that the initiator will achieve more 
advantages of risk diversification that they will miss out on if they do not participate in 
the market. 
This result is in line with the Dunning (1993) FDI theory, which argues that the 
possibility or fear of losing markets by not engaging in FDI might play as large a part in 
determining FDI as the possibility of gaining entry to new markets per se. Thus, the 
level of accumulated FDI inflows has a significant impact on the FDI-location choice of 
foreign investors. A high level of accumulated FDI inflows may signal a better 
investment environment, which might generate positive significant effects and induce 
higher levels of FDI inflows. In other words, the higher the volume of FDI inflows in 
ASEAN countries in a previous year, the higher are the flows of FDI to these countries 
in a given year. 
In contrast, as estimated in the regression, variables of lagged TRAD, MARK, LABC, 
and LABQ show negative effects at the 5% and 10% levels of significance. This 
suggests that these factors in a previous year have a negative impact on FDI inflows in a 
given year. In other words, foreign investors consider TRAD, MARK, LABC, and 
LABQ in the previous year as drawbacks when making FDI-location choices in 
ASEAN countries in a given year. Lagged variables for EXCH, INFR, and INFL are 
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insignificant and negative in determining FDI inflows, which might mean that they are 
not important considerations for foreign investors investing in ASEAN countries. Table 
8.8 summarises the hypotheses and findings on FDI-location factors across ASEAN 
countries, and Figure 8.4 presents a summary of FDI-location factors at the national 
level in the ASEAN region. 
Table 8.8  Hypotheses and Findings: FDI Location Factors across ASEAN 
Countries  
Hypotheses Expected 
Sign 
Findings 
H1: Trade openness of a host country enhances the attractiveness 
of a country as a FDI destination. 
+ + 
H2: Exchange rate uncertainty is detrimental to FDI inflows. - + 
H3: Market size of a host country has a positive effect on the 
volume of FDI inflows. 
+ + 
H4: Labour cost deters FDI inflows. - -  
H5: Good infrastructure of a host country encourages FDI inflows. + +  
H6: Price inflation discourages FDI inflows. - -  
H7: Availability of high-quality labour encourages FDI inflows. + + 
 
Figure 8.4  A Summary of Findings on FDI Location Factors at the National Level 
in the ASEAN Region 
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8.6.2  The attractiveness of Vietnam as a FDI destination compared with other 
ASEAN countries as a whole: Results and discussion 
As discussed in Section 8.5.3, in order to investigate key factors of Vietnam in 
comparison with those of the nine other countries in the ASEAN bloc in attracting FDI 
inflows, the FE model with the dummy variable for Vietnam (Dvn) is explored, where: 
 = 1,																																
	0, 	
	
ℎ		
. Using this dummy variable, we can isolate the 
effect of location factors of Vietnam in comparison with those of ASEAN countries as a 
whole in attracting FDI. Table 8.9 presents the estimation results with the focus on the 
comparison of Vietnam’s FDI-location factors compared with the nine other ASEAN 
countries as a whole (see Appendix 8.5). 
Table 8.9  Results of Vietnam’s FDI Location Factors Compared with  
Other ASEAN Countries as a Whole 
Variables Fixed-effect estimates 
Trade openness -4.643342*** 
(0.4569271) 
Exchange rate uncertainty 0.0774781*** 
(0.018321) 
Market size -0.0011736*** 
(0.0000312) 
Labour cost 0.1168455*** 
(0.0030787) 
Infrastructure development 0.0435614 
(0.0553608) 
Price inflation -0.0232534* 
(0.0109685) 
Labour quality -2.0207 
(5.0507) 
Constant -8.10862*** 
(2.111625) 
R2 within = 0.5731 
between = 0.5677 
overall = 0.5484 
Rho 0.76735326 
Note: - Numbers in parentheses are standard deviation; ***, **, * indicate that coefficients are 
statistically significant at 1%, 5% and 10% levels, respectively.  
(Source: Researcher’s estimation) 
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The main findings in the regression results indicate that as a member of the ASEAN 
bloc, Vietnam’s FDI location factors are, on average, weaker than those of the nine 
other members. Among seven variables, labour cost and exchange rate uncertainty in 
Vietnam have a significantly positive sign, whereas trade openness, market size, and 
price inflation have a significantly negative sign. Infrastructure development is 
insignificant and positive, while labour quality is insignificant and negative. 
Labour cost is an advantageous factor for Vietnam in terms of attracting inward FDI. 
The result of the regression is that this variable is significantly positive and statistically 
significant at the 1% level. This implies that labour cost in Vietnam is relatively low, 
which helps enhance the attractiveness of the country as a FDI destination, and thus it 
can compete with other ASEAN countries to attract foreign investors. Cheap labour 
may determine Vietnam’s FDI location choice in competing with other ASEAN 
countries because it is in line with the country’s comparative advantage. Multinational 
investors generally aim to take advantage of host countries’ cheap factor inputs relative 
to their home countries or other countries, and in such a case the labour cost is often 
considered important. In other words, when foreign investors entering international 
markets have to make decisions on building new production facilities in a foreign 
country, they are strongly influenced by the labour cost in that country.  
A possible explanation for this result might lie in the fact that low labour cost is a 
crucial factor in attracting FDI, especially in labour-intensive manufacturing industry in 
Vietnam. FDI inflows have been based on comparative advantage in labour-intensive 
production due to the country’s abundant and cheap labour force. In other words, 
investing in labour-intensive sectors can help foreign investors to achieve competitive 
advantages in the international market through exploiting the abundant and cheap labour 
force in Vietnam. As noted in Section 6.3 and Section 6.5, in the period 1988 to 2012 
among more than 90 nations and territories investing in Vietnam, investors from newly 
industrialised countries in Asia such as Singapore, Taiwan, South Korea, and other 
ASEAN countries invest mainly in labour-intensive sectors such as food, beverage, 
textiles, garments, leather, and furniture manufacturing. These sectors absorbed 
USD105.9 billion, accounting for more than 50.3 per cent of the total inward FDI with 
8072 projects.   
Similar to labour cost, exchange rate uncertainty is another advantageous factor for 
Vietnam in terms of attracting inward FDI. The result of the regression is that this 
variable is significantly positive at the 1% level. This result suggests that exchange rate 
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uncertainty gives Vietnam more advantage in attracting FDI than in other ASEAN 
countries. As discussed in Section 2.4.2, the exchange rate mechanism applicable to the 
Vietnamese dong is the managed floating exchange rate mechanism that the State Bank 
of Vietnam determines on the basis of a basket of the foreign currencies with 
commercial, lending, repayment, and investment relationships with Vietnam, and in 
compliance with prevailing macro-economic objectives. The exchange rate for the 
Vietnamese dong, formed on the basis of a managed rate of supply and demand of 
foreign currency in the market, is regulated and controlled by the state. One of 
significant channels through which exchange rates can have an impact on inward FDI in 
Vietnam is a depreciation of the exchange rate reducing the cost of production inputs 
relative to foreign production costs. For instance, the depreciation of the exchange rate 
can reduce the cost of domestic labour, thereby increasing the return on investment, and 
especially in labour-intensive manufacturing.  
In contrast, the regression coefficient of the trade-openness variable is negative and it is 
statistically significant at the 1% level. This implies that, on average, the impact from 
trade openness in Vietnam is weaker than that in other ASEAN countries in terms of 
FDI attraction. The trade openness of a country comprises of the degree of both tariff 
and nontariff measures; the reductions in trade barriers can encourage FDI inflows in an 
economy. Multinational investors often prefer investing in foreign countries having a 
high degree of trade openness. Thus, the high degree of trade openness of major 
ASEAN economies such as Singapore and Malaysia has enhanced their attractiveness as 
FDI destinations. For example, in 2012, Singapore having trade openness (measured as 
the sum of the value of country’s exports and imports as a ratio of its GDP) of 4.21 
attracted USD56.6 billion of FDI, and Malaysia having trade openness of 1.62 attracted 
USD10 billion of FDI, whereas Vietnam having trade openness of 1.46 attracted 
USD8.3 billion of FDI (see Table 8.1).  
Although Vietnam has tried to open its market to the world over the last two decades 
through developing policies and signing bilateral and multilateral agreements on trade 
and investment with more than 90 nations and territories (see Section 5.3.4), when 
compared with other nations in the ASEAN region, the level of openness to trade is still 
relatively low. Thus, Vietnam might not receive the preference of foreign investors, 
because trade openness is considered a basic and critical element for FDI attraction. It 
is, therefore, necessary for the Vietnamese government to further develop bilateral and 
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multilateral trade relationships with other countries throughout the world to compete 
successfully in attracting FDI to develop its national economy. 
The results of the regression analysis are that the market size and price inflation 
variables are negative and statistically significant at 1% and 10%, respectively. These 
imply that as with trade openness, market size and price inflation are two other factors 
that show that Vietnam has performed worse than other ASEAN nations as a whole in 
terms of FDI attraction. Market size of an economy represents the potential demand for 
the country’s output. One of the motivations for multinational investors to set up 
affiliates in foreign countries is to supply goods and (or) services to those markets. High 
price inflation indicates high economic tension in a country and reflects the inability or 
unwillingness of the government to institute stable economic policy, while low price 
inflation is considered as a sign of the country’s economic stability, reflecting a lesser 
degree of uncertainty which may encourage FDI inflows.  
A possible explanation for these results might lie in the fact that the large market size 
and low price inflation of major ASEAN economies such as Singapore, Indonesia, and 
Malaysia have enhanced their attractiveness as FDI destinations. For instance, in 2012, 
Singapore having market size of USD274.7 billion and inflation rate of 2.0 per cent 
attracted USD56.6 billion of FDI, Indonesia having market size of USD878.1 billion 
and inflation rate of 4.5 per cent attracted USD19.8 billion of FDI, and Malaysia having 
market size of USD303.5 billion and inflation rate of 0.75 per cent attracted USD10.7 
billion of FDI, whereas Vietnam having market size of USD141.6 billion and inflation 
rate of 10.7 per cent attracted USD8.3 billion of FDI (WB 2014). The GDP growth rates 
in these host countries are also positively correlated with their FDI inflows. For 
example, in 2010, GDP growth rate was 15 per cent in Singapore, 7.4 per cent in 
Malaysia, 6.2 per cent in Indonesia, and 6.0 per cent in Vietnam; FDI inflows increased 
115 per cent in Singapore, 523 per cent in Malaysia, 182 per cent in Indonesia, and 5 
per cent in Vietnam. While it is not feasible to increase national market size 
immediately, the Vietnamese government could develop policies that improve inflation 
conditions in order to enhance the attractiveness of Vietnam to foreign investors. 
Finally, infrastructure development is found to be positive but insignificant, while 
labour quality is negative and insignificant. These results indicate that infrastructure 
development in Vietnam is positive, although small, in comparison with other ASEAN 
countries in attracting FDI. Although Vietnam has tried to develop a skilled workforce 
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as a location factor for attracting FDI, Vietnam’s performance is poorer than other 
ASEAN countries as a whole. 
8.7  CONCLUSION 
In order to provide a more comprehensive analysis of what drives Vietnam’s 
performance in attracting FDI inflows, this chapter investigates the key location factors 
of Vietnam in attracting FDI inflows by testing their impacts on FDI inflows in 
comparison with those of the other ASEAN countries considered as a whole. The study 
employed FE estimates and ASEAN national-level data to identify and examine 
location factors that influence FDI inflows across ASEAN countries. These key factors 
are market size, exchange rate uncertainty, trade openness, labour quality, labour cost, 
infrastructure development, and price inflation. 
The regression analysis shows that trade openness, market size, labour quality, 
exchange rate uncertainty, and lagged FDI are significant factors in attracting FDI 
inflows across ASEAN countries. These findings are consistent with key propositions of 
FDI theories relating to location factors, which argue that the market size of host 
countries plays a significant factor determining FDI location choices when foreign 
investors seek markets that allow them to internalise profits from sales within the host 
countries. Foreign investors often aim at supplying products for home and host country 
markets and the trade openness of the host economy will improve the probability of FDI 
inflows into the host country. Foreign investors prefer to invest in overseas destinations 
offering a high level of an educated and skilled populace. Imperfections in foreign 
exchange markets allow multinationals to make foreign exchange gains through an 
under or overvalued currency. When multinationals invest, they may capitalise their 
income streams to take account of these uncertainties. Foreign investors pay attention to 
FDI projects in previous years, because they want to be safe by following successful 
cases. 
This study employs FE estimates with the dummy variable for Vietnam. By using a 
dummy variable, the effects of the location factors on Vietnam are isolated from those 
of the other ASEAN countries in attracting FDI. The main findings of the regression 
indicate that as a member of ASEAN, Vietnam’s FDI-location factors are, on average, 
weaker than those of the nine other members. Among seven variables, labour cost and 
exchange rate uncertainty give Vietnam a greater advantage in attracting FDI than the 
other ASEAN countries. In contrast, the results relating to trade openness, market size, 
 282 
and price inflation show that, on average, the impacts from these variables are weaker in 
Vietnam than in other ASEAN countries in terms of FDI attraction. Based on the study 
results, the implication is that in order to compete with other countries—especially other 
countries in the ASEAN region, in attracting FDI—there is a need for Vietnamese 
policy-makers to refine and improve government policies and business environment. 
This is discussed in more detail in Section 9.4. 
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CHAPTER 9: 
CONCLUSION 
 
9.1  INTRODUCTION 
Since the 1980s, the world has experienced massive changes and transformation in 
terms of geopolitics, economics, and the organisation and distribution of production. 
FDI has become the major mode by which multinationals extend their business 
activities internationally to achieve more benefits by internalising their firm-specific 
advantages and by exploiting location advantages at the host countries. Host-country 
governments at the same time have considered inward FDI as an essential element for 
the development of their economies. It is generally agreed that when flowing into the 
host countries, FDI has played a significant part in the economic development of 
developing countries by offering greater access to global markets, providing capital to 
meet the demand for economic growth, introducing the transfer of technology, creating 
employment opportunities, and improving management skills, as well as other indirect 
spillovers (Dunning 1993, 2001; Moosa 2002). Given these benefits, most countries 
actively seek FDI, especially among developing economies. 
To address the questions of what are the motivations of an enterprise in deciding to 
invest through FDI in foreign countries, and what factors of host nations influence the 
location choice of a foreign enterprise when investing internationally, several empirical 
theories have been developed since the 1930s. Based on different FDI theoretical 
frameworks, but especially on Dunning’s Eclectic paradigm, a large number of 
empirical studies on FDI inflows have been conducted. However, most of these 
empirical studies have mainly focused on investigating the relationship between FDI 
inflows and their impact on economic development at the macroeconomic level; there 
are few detailed or systematic studies on the effectiveness of government policies in 
attracting FDI, and especially on the interplay of policy and location factors in 
developing countries. In particular, there has been no detailed or systematic study by 
either Vietnamese or Western researchers on the FDI impact of government policies and 
location factors in Vietnam. There are very few detailed studies of the location factors 
of FDI inflows for Vietnam in comparison with other ASEAN countries. Most FDI 
location factor studies in Vietnam and ASEAN countries have been conducted in a short 
period and using a small number of variables. 
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Recently, Vietnam has experienced significant growth in comparison to prior decades. 
The achievement of Vietnam’s economic development is, in part, linked to the positive 
effects of FDI inflows. Although Vietnam has been considered an attractive destination 
for international investors, it has remained under constant pressure to attract FDI to 
develop its economy, since it is located within one of the most dynamic regions in the 
world for multinational investors. While Vietnam has experienced significant progress 
in attracting higher volume of FDI inflows, it still faces problems with the desired 
quality and pattern of these investments. This might be because of a Vietnamese 
government misunderstanding or incomplete knowledge of FDI behaviour and a lack of 
effective government policies on FDI, as well as having a poor economic environment. 
A study of Vietnam’s performance in attracting FDI may, hence, provide valuable 
theoretical perspective and empirical evidence for this country as well as for other 
developing countries in terms of attracting a higher volume of FDI inflows, and, 
importantly, an improved awareness, knowledge, and understanding of factors that lead 
to such improvements. 
Although the unevenness in spatial distribution of FDI across provinces has given rise 
to serious concern by the government, the key factors that affect FDI location choices 
across provinces in Vietnam have so far not been clearly identified and understood. The 
government’s goal of attracting a more even spatial distribution of FDI inflows across 
provinces is aimed at helping to develop opportunities for less developed provinces to 
take advantages of FDI to develop their economies and reduce the gap between rich and 
poor provinces. However, the economics of this objective, as evidenced by the FDI-
flow pattern, may call into question of the rationality of this policy goal. In other words, 
government measures to attract FDI flows to more remote and poorer regions via 
conscious and incentives are not necessarily the most effective way to help the 
economic development of these regions. This study shows that these provinces do not 
have the right set of economic and institutional conditions for foreign investors at the 
current stage of the country’s economic development. 
An investigation of the interplay of policy and location factors at the national as well as 
provincial levels in Vietnam is very important to provide empirical evidence to help to 
discover the factors affecting FDI inflows in this host country. The provincial-level 
analysis in this thesis can add to the FDI literature which mainly focuses on 
investigating the relationship between FDI inflows and location factors at the national 
level, and provide a theoretical rationale for policy-makers in Vietnam who seek to 
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achieve a more even spatial distribution of FDI inflows across provinces. To provide a 
more comprehensive analysis of Vietnam’s FDI-location factors, as well as validating 
the key theoretical propositions, Vietnam’s nation-level FDI-location factors need to be 
investigated. 
This thesis uncovers factors driving the inflows of FDI in Vietnam by analysing and 
assessing the FDI inflow patterns to Vietnam to gauge how effectively Vietnam’s 
policies and location factors are developed and utilised in attracting FDI to the country. 
This is done specifically by: (1) examining the patterns of FDI in Vietnam to evaluate to 
what extent they have achieved the aims and targets of Vietnam’s government policies 
on FDI (Chapter 6); (2) identifying and estimating location factors that have a 
significant impact on FDI-location choices across provinces in Vietnam in order to 
provide evidence-based explanations for the FDI-location pattern at the provincial level 
(Chapter 7); and (3) assessing how Vietnam has performed in attracting FDI inflows in 
comparison with other ASEAN countries (Chapter 8). 
The thesis consists of a comprehensive literature survey of theories and previous studies 
on FDI (Chapter 2); a detailed discussion of FDI inflows in the globalisation era, and 
the experiences in developing and utilising policies to attract FDI inflows in selected 
countries (Chapter 3); a critical review of the Doi Moi policy and FDI in Vietnam 
(Chapter 4); a close analysis of the Vietnamese FDI-policy framework (Chapter 5); 
three chapters (Chapters 6, 7, and 8) reporting the research undertaken to answer the 
research questions arising from the three research objectives of this thesis; and its 
conclusion and policy implications (Chapter 9). 
This final chapter summarises the empirical findings from the research, and then 
discusses the key contributions and implications of the study. Finally, it discusses the 
limitations of the study and outlines possible future research that could be extended 
from this study. 
9.2  RESEARCH FINDINGS 
This thesis aimed to provide robust evidence-based analysis and explanations to 
uncover what drives FDI inflows in Vietnam. It analyses and assesses the effectiveness 
of Vietnam’s policies and location factors in attracting FDI to a country after having 
had practically no FDI inflow prior to the launch of its economic reform in the mid-
1980s. 
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The findings in this study show that over the past two and a half decades, there have 
been several significant improvements in Vietnam’s legal and institutional framework 
overall, and in policies on FDI in particular. Key changes in FDI policies indicate that 
Vietnam has increased the rights of foreign investors, created a legal and investment 
environment which is more favourable to them as it narrows the policy gap between the 
conditions for overseas and local investors. The LFI and its revisions have played a 
crucial role in attracting inward FDI. In addition to the LFI, policies relating to FDI 
such as tax-incentive policies, exchange rate policies, labour policies, and open-trade 
policies have been improved to create a more favourable legal and business 
environment for foreign investors. Vietnam’s international commitments on welcoming 
FDI have opened economic domains by reducing discrimination against overseas 
investors and by establishing mechanisms for foreign investment promotion and 
protection. 
Besides broad positive aspects of Vietnam’s FDI policies, there are still some 
considerable shortcomings that may become barriers to FDI development. Policies on 
FDI in Vietnam have short lives due to frequent changes and thus unpredictable. There 
is a lack of transparency and explicit instructions for market access, which is made 
worse by the need to fill in an excessive number of official forms, long delays in the 
FDI licensing process, and often a long gap between the undertaking of international 
commitments and the changing of the domestic law to enforce those obligations. The 
government’s present reforms aim to improve the legal and business environment, but 
the reality is that change takes time and the problems mentioned above have not yet 
been solved in order to attract FDI in line with the country’s potential. As well as being 
a result of a weak administrative and governmental capacity, these problems may be 
due to the lack of a full understanding by policy-makers at various levels of 
governments. 
The evidence reported in this study finds that some aspects of FDI inflows have met the 
government’s aims and objectives, but most others have not. FDI inflows have largely 
shifted from joint ventures to wholly foreign-owned ventures, and the number of wholly 
foreign-owned projects with significant employment has increased over time to meet the 
objective of Vietnam’s policy on attracting FDI projects to reduce unemployment. The 
number of FDI projects in SEZs has increased steadily to achieve the policy objective of 
attracting FDI projects to these zones to improve exports and the competitiveness of the 
economy. However, FDI flows in the target sectors of agriculture, human health, and 
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education are insignificant, even though the government offers special tax incentives. 
Although FDI inflows from European countries and the United States have been 
increasing, most FDI projects in Vietnam are small scale with moderate technology and 
originating mainly from Asia. 
Although the Vietnamese government’s target is to achieve a more even spatial 
distribution of FDI inflows across the provinces by offering special tax incentives to 
projects investing in remote provinces, the main distribution of FDI has still remained 
concentrated in the economically more advanced and urban provinces; poor and remote 
provinces receive only a small volume of FDI inflows. The result of increasing FDI to 
the economically more advanced and urban provinces may be the most beneficial and 
effective support, given the country’s competitive environment and location advantage. 
However, this outcome is not a desirable one in the whole perspective, because it may 
cause wide gaps in economic development resulting from FDI differences between 
provinces within the country.  
The provincial level empirical results show that market size, infrastructure 
development, SEZs, and international sea ports are the key drivers determining FDI 
location choice across provinces in Vietnam. These findings are broadly consistent with 
the key propositions of Dunning’s Eclectic theory, which suggest that location factors of 
the host destination, including infrastructure development, market size, market demand, 
and government policies play important roles in attracting FDI inflows. 
When multinational investors decide where to locate their production plants in Vietnam, 
their decisions have been influenced by their motivation of gaining efficiency in the 
global supply chain and exploiting potential domestic markets, and the advantages of 
economic conditions and local governments’ policies related to FDI. FIEs prefer to 
invest in provinces with well-developed infrastructure, because it is expected to increase 
productive efficiency and reduce the costs of production, which in turn can improve 
market competitiveness and increase profits. A large market in a province might provide 
a greater opportunity for foreign investors in terms of production scale for high-volume 
sales in the internal market and for potential export to other markets. As a policy means 
of achieving the goal of FDI attraction, SEZs have gained notable significance in the 
provinces. Some of the advantages offered by SEZs to FIEs are less bureaucracy, good 
infrastructure, streamlined administrative regulations with relative independence for 
local planning authorities, reduced tax on corporate profits, and duty-free allowances on 
production materials. As a type of infrastructure development, international sea ports 
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offer some advantages, such as reliability of transporting products to desired markets, 
increasing productive efficiency, and reducing costs of production to increase profits for 
FIEs. 
At the national level, trade openness, market size, labour quality, exchange rate 
uncertainty, and lagged FDI are empirically investigated to be significant factors 
determining FDI inflows in Vietnam and the nine other ASEAN country members. 
These findings are consistent with key propositions of FDI theories relating to location 
factors, which argue that the market size of host countries is a significant factor 
determining FDI location choice of when foreign investors would like to seek markets 
that allow them to internalise profits from sales within the host countries. FDI by 
foreign investors in other countries often aims at supplying products and (or) services 
for home and host country markets, and the opening of the local economy will improve 
the probability of investing in the host country. Foreign investors prefer investing in 
overseas destinations offering a high level of education in the populace, because this 
reflects high learning and decision-making capabilities, and levels of skills. 
Imperfections in foreign exchange markets allow multinationals to make foreign 
exchange gains through an under or overvalued currency. When multinationals invest, 
they may capitalise their income streams to take account of these uncertainties. 
Uncertainty in exchange rates is found to have a positive impact on FDI.  
The study’s findings indicate that as a member of ASEAN, Vietnam’s FDI-location 
factors are, on average, weaker than those of the nine other members. Among seven 
variables, labour cost and exchange rate uncertainty give Vietnam a greater advantage 
in attracting FDI than other ASEAN countries. In contrast, the results relating to trade 
openness, market size, and price inflation show that, on average, the impacts from these 
variables are weaker than those of other ASEAN countries in terms of FDI attraction. 
In summary, this thesis presents a new perspective and evidence on Vietnam’s 
economic driver – attracting foreign direct investment. The evaluation of policies and 
quantitative analysis at international and intra-national levels show that the best 
outcomes for Vietnam stem not from government incentives and concessions but from 
leveraging comparative advantages, and developing good infrastructure and institutions. 
Economic factors and market considerations are found to be more powerful than the 
incentive policies offered by the Vietnamese government in terms of FDI attraction. At 
the provincial level, market size, infrastructure development, special economic zones, 
and international sea ports are found to be the key drivers in attracting FDI; at the 
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national level, the driving FDI factors are market size, trade openness, labour quality, 
and exchange rate uncertainty.  
Although Vietnam’s effort to develop its policy framework and to introduce tax 
incentives for the desired FDI projects has been important in inward FDI attraction, the 
outcomes are not always satisfactory from the perspective of the government’s 
developmental goals. Vietnam’s FDI inflows has remained concentrated in the labour-
intensive manufacturing sectors in the economically more advanced and urban 
provinces, with moderate technology and originating mainly from one region—Asia. 
This is because these sectors are where Vietnam’s competitive advantages are. When 
multinational enterprises decide to enter and conduct business in Vietnam, their location 
choice has been influenced by their motivations of gaining efficiency in the global 
supply chain and exploiting the advantages of Vietnam’s location advantage and 
economic conditions under the government’ FDI-related policies. Although Vietnam 
has improved its economic environment to attract inward FDI since the country’s 
economic reform, as a member of ASEAN, its competitive position in attracting FDI 
and investment environment are, on average, weaker than those of the nine other 
members. 
9.3  RESEARCH CONTRIBUTIONS 
This thesis has made several original contributions to the literature. First, this research is 
the first systematic study on FDI patterns by testing theoretical propositions against 
evidence in the Vietnamese context. By providing both intra-country and inter-country 
evidence on the efficacy of government policies and the utilisation of location factors, 
this thesis shows that economic conditions and commercial imperatives have played 
more important roles than the investment incentives offered by the Vietnamese 
government in attracting FDI.  
Second, it addresses evidence-based issues in evaluating the efficacy of government 
policies on attracting FDI, and provides a basis for the future formulation of FDI 
policymaking for refining current FDI policies and the business environment to attract 
the desired FDI quantity, composition, and quality. The findings of this study show that 
although Vietnam’s efforts to make its legal and investment environment more 
favourable to foreign investors, the outcomes have not always met the government’s 
aims and objectives. This is because this country is still searching and developing the 
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institutional conditions for its desired FDI at the current stage of the country’s economic 
development.  
Third, it makes a contribution to the literature by demonstrating how sub-national and 
national analysis reinforce each other’s findings and provide new evidence on some key 
theoretical propositions and hypotheses. Finally, it contributes to the literature as it is 
the first systematic analysis with empirical models and a unique data set to produce 
better understanding of Vietnam’s policies and its location factors based on a theoretical 
framework and empirical evidence. 
9.4  POLICY IMPLICATIONS 
Based on the findings and their explanations in this thesis, it may be more productive 
for government policies to increase the focus on economic reform and development to 
improve the competitiveness of the country’s FDI location advantages. 
First, to attract FDI, Vietnam must offer a favourable market-friendly investment and 
policy environment for foreign investors. Policies for improving the Vietnamese 
investment climate need to be instituted at both the provincial and national levels. 
Decentralisation of FDI-related responsibilities requires further development of 
institutions at the provincial level. Although most Vietnamese provinces have made 
significant improvements in their economic governance, which has contributed to the 
recent increase of FDI, a number of issues related to business establishment and 
business-support services continue to constrain the development of the foreign sector. 
The number of approvals, licences, and permits required to conduct business in Vietnam 
is too burdensome. The process of investment licensing applications, thus, needs to be 
streamlined and deadlines for evaluating applications should be strictly enforced. 
Authorities should consider how to develop a friendly and supportive investment and 
regulatory environment to attract FDI.  
Government policies need to be adjusted to improve the infrastructure in poor and 
remote provinces in order to enhance the diffusion process of FDI flows to these 
provinces, and thus achieve a more even provincial FDI distribution. With the diffusion 
of FDI to poor and remote provinces as the result of infrastructure improvement, FDI 
inflows will contribute significantly to provincial economic growth and the reduction in 
the gap between rich and poor provinces. When the economy of poor provinces is 
improved, these provinces will spend more on products and services, which in turn will 
help them to attract more FDI. 
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Further, it is necessary to consider carefully the financial and economic viability of 
developing more SEZs in poor and remote provinces in order to attract more FDI to 
these provinces. For coastal provinces such as Ben Tre, Tra Vinh, Bac Lieu, and Soc 
Trang, which have the potential for sea ports but have not yet developed them, it may be 
necessary to assess the viability of developing sea ports there so that they can attract 
more FDI.  
Trade openness is found to be a significant location advantage for attracting inward 
FDI. It is, therefore, necessary for the Vietnamese government to further develop 
bilateral and multilateral agreements on trade and investment with other countries 
throughout the world to compete successfully with other countries in attracting FDI to 
develop the national economy. While it is not feasible to increase the national market 
size immediately, the Vietnamese government should monitor and review carefully the 
appropriateness of the current exchange rate policies that seem to encourage by foreign 
investors, as well as developing policies to improve inflation conditions in order to gain 
the preference of foreign investors. 
The limited supply of quality labour is a disadvantage for Vietnam in comparison with 
other ASEAN country members in attracting inward FDI. Therefore, Vietnamese 
policy-makers need to pay more attention to developing the country’s human capital to 
increase the competitiveness of its location factors in attracting more FDI, and to 
enhance the country’s capacity to absorb it. To improve the quality of the labour force, 
the Vietnamese government needs to develop education and training strategies that link 
the needs of FIEs with education and training, and a program to encourage people to 
participate in education and training. 
9.5  RESEARCH LIMITATIONS AND FUTURE RESEARCH 
While this thesis has made several contributions to the literature, there are some 
limitations. This study is limited in scope, as it considers just the context of Vietnam 
and ASEAN countries, but it does not consider all developing countries or the full Asian 
context. Further, although the study involves different variables of government policies 
and economic factors in attracting FDI, it does not include corruption or other cultural 
factors. Another limitation of the research is that it only examines the ‘supply’ side of 
how a host country develops and uses its policies and location factors to attract FDI, but 
it does not investigate the ‘demand’ side from the viewpoint of foreign investors. 
Hence, qualitative study of the dynamics of FDI decision making by foreign investors in 
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the future will enhance the quantitative evidence found from this study. Finally, this 
study focuses on analysing the location factors determining inward FDI, but does not 
analyse how effectively a host country absorbs FDI. 
Possible future research topics could therefore be extended from this thesis. First, 
valuable insights may be gained by examining such factors as corruption or cultural 
factors in determining FDI inflows to Vietnam by using firm-level data obtained 
through case studies and in-depth interviews. Second, it may be interesting to conduct a 
study on how effectively a host country absorbs inward FDI after obtaining it. Finally, a 
future research topic may examine Vietnam’s FDI policies and location factors in 
comparison with all Asian, or all developing countries, as well as investigating the 
‘demand’ side from the viewpoint of foreign investors in deciding whether to invest in 
Vietnam. 
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APPENDICES 
 
Appendix 4.1  Important Events in the History Colonisation, Occupation and 
Dominance by Foreign Powers in Vietnam: 1847–1995 
Year Event 
1847   French troops are sent to Vietnam 
1868    The Vietnamese Emperor surrenders and signs a peace treaty with 
France. 
1887   French Indochina, which includes the territory of Vietnam, is 
formed. 
1940    Japan invades and occupies Vietnam, but allows the French 
colonial administration to continue to run the country. 
1941   Ho Chi Minh forms the Viet Minh Front to fight for Vietnam’s 
independence. 
1945   Ho Chi Minh declares Vietnam’s independence after the Japanese 
surrender to the Allies. British troops enter the country and stay 
briefly. 
1947    War breaks out between Vietnam and France as the latter tries to 
regain power by force. 
1954    The Geneva Conference ends France’s colonial presence, and 
partitions the country into two states, North and South Vietnam. 
The former is supported by China and the Soviet Union, whereas 
the latter is supported by the United States. 
1960    
  
Communist sympathisers in South Vietnam establish the National 
Liberation Front, also known as the Viet Cong, and conduct 
guerrilla warfare against the South Vietnamese government. 
1965   President Johnson sends US troops to South Vietnam to bolster the 
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state’s defence against the Viet Cong. 
1975    The North Vietnamese army captures Saigon, and US troops leave 
the country. 
1976    The Socialist Republic of Vietnam is established, unifying the two 
states. 
1978    Vietnam is admitted to the Come-on because of its economic and 
diplomatic relations with the Soviet Union. Vietnam invades 
Cambodia and overthrows the Khmer Rouge regime. 
1979  China initiates a brief war against Vietnam, partly in response to 
Vietnam’s invasion of Cambodia. 
1989   Vietnam withdraws its troops from Cambodia. 
1991   Vietnam and China resume diplomatic relations. 
1995   Vietnam and the United States resume diplomatic relations. 
(Source: Makino & Tsang 2011) 
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Appendix 4.2  Legal Documents Related to Inward FDI Issued by the Vietnamese 
Government under the Reform Policy 
 Decree No. 139-HDBT dated 5 September 1988 to implement the 1987 Foreign 
Investment Law. 
 Decision No. 163/CT of the Chairman of Vietnam's Council of Ministers, dated 
12 June 1989 on the direction to attract FDI. 
 Decree No. 31-HDBT on the Functions, Powers and Organization of the State 
Committee for Cooperation and Investment of the Council of Ministers, dated 
25 Match 1989. 
 Circular No. 47-TC-TCDN of the Ministry of Finance on the Collection of 
Application Fees Applicable to Foreign Invested Capital, dated October 21, 
1989. 
 Labour Regulation No. 233-HDBT for enterprises with foreign capital, dated 22 
June 1990. 
 Circular No. 19-LDTBXH/TT of the Ministry of Labour, Invalids and Social 
Affairs as guidance to implement the 233-HDBT Regulation, dated 31 
December 1990. 
 Decision no. 365-LDTBXH/QD of the Ministry of Labour, Invalids and Social 
Affairs on the minimum wages for labour in the enterprises with foreign capital, 
dated 29 August 1990. 
 Decision no. 366-HDBT of the government to assess FDI projects, dated 7 
November 1991. 
 Decree 322-HDBT on Special Export Processing Zones issued by the Council of 
Ministers on 18 October 1991. 
 Circular 04/TN-PC on Representative Offices issued by the Ministry of Trade on 
May 6, 1991. 
 Resolution no. 120-HDBT of the Council of Minister on creating employment, 
dated 11 April 1992. 
  Resolution of the National Assembly for the year 1993, dated 23 December 
1992. 
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  Decision no. 242-LDTBXH/QD of the Ministry of Labour, Invalids and Social 
Affairs on the minimum wages for labour in the enterprises with foreign capital, 
dated 5 May 1992. 
 Circular 1126/HTDT-PC on Export Processing Zones issued by the State 
Committee for Cooperation and Investment on 20 August 1992. 
  Resolution of the National Assembly for the year 1994 dated 30 December 
1993. 
  Decree of the government no. 29-CP, to encourage overseas Vietnamese to 
invest in Vietnam dated 27 May 1993. 
 Decree No. 87-CP of November 23, 1993, on investments in the form of build-
operate-transfer contracts. 
 Decree 39-CP on the Functions, Duties, Powers and Organization of the State 
Committee for Co-Operation and Investment of the Government, dated 9 June 
1993. 
 Decree No. 82-CP, dated 2 August 1994 of the government promulgating the 
statute on the establishment and activities of the representative offices of foreign 
economic organisations in Vietnam. 
 Decree 179-CP on Revisions of and Supplement to the Regulations on the 
Opening and Operations of Foreign Economic Organizations' Representative 
Offices in Vietnam, issued by the Government on November 2, 1994; 
 Resolution of the National Assembly for the year 1995, dated 1 November 1994 
  Decree no. 191-CP of the government to assess FDI projects, dated 28 
December 1994. 
  Decree No. 192-CP of the government about the industrial zones, dated 28 
December 1994. 
 Circular No. 333/UB-LXT guiding the implementation of the regulations on 
investments in the form of Build-Opetate-Transfer contracts. 
  Resolution of the National Assembly for the year 1996, dated 28 October 1995. 
 Decree 18-CP on Rights and Obligations of Domestic Organisations with Land 
Allocated or Leased from the State, dated 13 February 1995. 
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 Decree No. 11-CP on the 24th of January 1995 of the Government Stipulating 
Detailed Provisions for the Implementation of the Ordinance on the Rights and 
Obligations of Foreign Organizations and Individuals Renting Land in Vietnam. 
  Decision no. 307/TTG of the Prime Minister in promoting tourism in Vietnam 
1995-2010, dated 24 May 1995. 
 Decision No. 784-TTg of December 2, 1995 of the Prime Minister on the 
Establishment of the State Evaluation Council for Investment Projects. 
 Circular 215-UB-LXT on Guidelines for Foreign Direct Investment Activities in 
Vietnam dated 8 February 1995.  
 Circular 03/TM-PC on the Regulations on the Opening and Operations of 
Foreign Economic Organizations' Representative Offices in Vietnam, issued by 
the Ministry of Trade on February 10, 1995. 
 Circular 1124-TT-DC on Foreign Organizations and Individuals Leasing Land 
in Vietnam and Vietnamese Parties Leasing Land on Behalf of Joint Ventures 
with Foreign Parties, issued by the General Department of Land Administration 
on September 8, 1995. 
  Decision no. 385-LDTBXH/QD of the Ministry of Labour, Invalids and Social 
Affairs on the minimum wages for labour in the enterprises with foreign capital, 
dated 1 April 1996. 
 Decree of the Prime Minister No. 12/CP to provide guidance for the 
implementation of the 1996 Law dated 18 February 1997. 
  Resolution of National Assembly IX, 5 year Plan 1996-2000, dated 12 
November 1996. 
 Decree No. 12/CP dated 18 February 1997 of the Government on setting Forth 
Detailed Regulations for Implementing the Law on Foreign Investment in 
Vietnam. 
 Circular No. 02/TT-NH7, 18 February 1997 of the Government on regulating 
details in implementing the Law on foreign investment in VN, the state bank of 
Vietnam issues the guideline in foreign exchange control of foreign invested 
enterprises and foreign parties of business cooperation contracts. 
  Resolution of the National Assembly for the year 1997, 12 November 1996 
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 Circular No. 74-TC/TCT of October 20, 1997 guiding the implementation of tax 
provisions applicable to the investment forms under the Law on Foreign 
Investment in Vietnam. 
 Document no. 3815-BKC-KCN to provide guidance on the export ratio of FDI 
firms dated 27 June 1997. 
  Resolution of the National Assembly for the year 1998, dated 12 December 
1997. 
  Instruction no. 11/1998/CT-TTG about the implementation of the Government. 
 Decree no.10/1998/NDCP about improving the administration procedure for 
FDI projects dated 16/03/1998. 
  Resolution no. 15/1998/QH10 of the National Assembly, dated 20 May 1998. 
  Instruction no. 26/1999/CT-TTG of the Prime Minister's Decision on boosting 
the activities of State-owned enterprises dated 08 September 1999. 
  Resolution no. 22/1999/QH10 of the National Assembly, dated 12 June 1999. 
  Decision no. 53/1999/QD-TTG on a number of measures to encourage foreign 
direct investment dated 26 March 1999. 
  Decision no. 1021/1999/QD-BTM of the Ministry of Trade to abolish the 
approval of the export plan of FDI firms dated 1 September 1999. 
  Decision no. 708-1999/QD-BLDTBXH of the Ministry of Labour, Invalids and 
Social Affairs on the minimum wages for labour in the enterprises with foreign 
capital dated 15 June 1999. 
  Decision no. 59-1999/QD-BTC of the Ministry of Finance to abolish the licence 
fee for FDI projects dated 26 May 1999. 
 Decree No. 62/ND-CP, 15 August 2000 of the Government on Promulgating 
The Regulations on Investment in The Basis of Build-Operate-Transfer 
Contracts, Build-Transfer-Operate Contracts and Build-Transfer Contracts 
Applicable to Foreign Investment in Vietnam. 
  Instruction no. 16/2000/CT-TTG of the Prime Minister about the Socio-
Economic Plan for 2001- 2005, dated 19 September 2000. 
  Document no. 3639/TM-XNK of the Ministry of Trade about Export-Import 
Plan for 2001-2010. 
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 Decree No. 02/ND-CP, 15 August 2000 of the Government on Investment in 
The Basis of Build-Operate-Transfer Contracts, Build-Transfer Contracts 
Applicable to Foreign Investment in Vietnam. 
 Decree No. 24/2000/ND-CP of July 31, 2000 detailing the implementation of the 
Law on Foreign Investment. 
 Circular No. 12/2000/TT-BKH of 15 May 09, 2000 of Ministry of Planning and 
Investment guiding foreign investment activities in Vietnam 
  Resolution of the Government, March 2001 
  Resolution no. 54/2001/QH10 of the National Assembly for 2002, dated 25 
December 2001. 
  Resolution no. 09/2001/NG-CP of the Government dated 28 August 2001 on 
further attracting and raising the efficiency of foreign direct investment in the 
2001-2005 period. 
 Directive No. 19/2001/CT-TTg dated August 28, 2001 of the Prime Minister on 
organising the implementation of the government’s Resolution no. 09/2001/NG-
CP of the Government dated 28 August 2001 on further attracting and raising 
the efficiency of foreign direct investment in the 2001-2005 period. 
 Decision No. 62/2002/QD-TTg of May 17, 2002 promulgating the list of 
national projects calling for foreign investment in the 2001-2005 period. 
 Decree No. 27/2003/ND-CP dated 19 June 03, 2003 to amend and supplement a 
number of articles of Decree No. 24/2000/ND-CP  July 31, 2000 detailing the  
implementation of the Law on Foreign Investment in Vietnam. 
 Decree No. 38/2003/ND-CP of April 15, 2003 on transforming a number of 
foreign invested enterprises to operate in the form of joint-stock company.  
 Decree No. 142/2005/ND-CP dated 14th September 2005 by Government on 
rental rate of land and water surface. 
 Decree No. 108/2006/ND-CP dated 22 September 2006 by Government 
providing guidelines for implementation of a number of articles of Investment 
Law. 
  Decree No. 124/2008/ND-CP dated 11 December 2008 by Government 
providing guidelines for implementation of a number of articles of Corporation 
Income Tax Law. 
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  Circular No. 130/2008/TT-BTC dated 26th December 2008 by the Ministry of 
Finance giving instructions to implementation of a number of articles of 
Corporation Income Tax Law No. 14/2008/QH12 and Decree No. 
124/2008/ND-CP dated 11 December 2008. 
(Source: Researcher’s compilation from Thuvienphapluat’s web) 
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Appendix 4.3  Bilateral Trade Agreements of Vietnam and Its Partners 
Bilateral Trade Agreements (BTAs) Partner Year Signed 
The  BTA between Vietnam and  Malta Malta 30/11/1977 
The  BTA between Vietnam and The Philippines 
The Philippin
es 
09/01/1978 
The  BTA between e Vietnam and  Thailand Thailand 11/01/1978 
The  BTA between Vietnam and  Finland Finland 09/01/1978 
The  BTA between Vietnam and Sri Lanka Sri Lanka 03/03/1978 
The  BTA between Vietnam and India India 26/02/1978 
The  BTA between Vietnam and  Ethiopia Ethiopia 29/10/1978 
The  BTA between Vietnam and  Yugoslavia Yugoslavia 11/12/1978 
The  BTA between Vietnam and Austria Austria 21/04/1980 
The  BTA between Vietnam and  Libya Libya 17/20/1983 
The  BTA between Vietnam and Australia Australia 14/06/1990 
The  BTA between Vietnam and  Mongolia Mongolia 05/03/1991 
The  BTA between Vietnam and Poland Poland 12/04/1991 
The  BTA between Vietnam and  Russia Russia 15/08/1991 
The  BTA between Vietnam and  China China 07/11/1991 
The  BTA between Vietnam and  Ukraine Ukraine 23/01/1992 
The  BTA between Vietnam and  Hungary Hungary 13/03/1992 
The  BTA between Vietnam and  Belarus  Belarus  19/03/1992 
The  BTA between Vietnam and  Estonia Estonia 16/06/1992 
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The  BTA between Vietnam and Malaysia  Malaysia 11/08/1992 
The  BTA between Vietnam and  Singapore Singapore 24/09/1992 
The  BTA between Vietnam and  Bulgaria Bulgaria 19/03/1993 
The  BTA between Vietnam and  South Korea South Korea 13/05/1993 
The  BTA between Vietnam and  Chile Chile 15/11/1993 
The  BTA between Vietnam and  Kazakhstan Kazakhstan 01/02/1994 
The  BTA between Vietnam and  Uzbekistan Uzbekistan 03/02/1994 
The  BTA between Vietnam and  Algeria Algeria 23/02/1994 
The  BTA between Vietnam and  Mali Mali 26/02/1994 
The  BTA between Vietnam and  Guinea Guinea 03/03/1994 
The  BTA between Vietnam and  Iran Iran 02/05/1994 
The  BTA between Vietnam and  Syria Syria 12/05/1994 
The  BTA between Vietnam and  Egypt Egypt 15/05/1994 
The  BTA between Vietnam and Myanmar Myanmar 26/05/1994 
The  BTA between Vietnam and  Tunisia Tunisia 18/05/1994 
The  BTA between Vietnam and Tunisia Tunisia 18/05/1994 
The  BTA between Vietnam and New Zealand  
New 
Zealand  
18/07/1994 
The  BTA between Vietnam and  Czech Czech 22/08/1994 
The  BTA between Vietnam and  Palestine Palestine 18/11/1994 
The  BTA between Vietnam and Indonesia  Indonesia 23/03/1995 
The  BTA between Vietnam and  Kuwait Kuwait 03/05/1995 
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The  BTA between Vietnam and  Lithuania Lithuania 27/09/1995 
The  BTA between Vietnam and  Sudan Sudan 30/09/1995 
The  BTA between Vietnam and  Canada Canada 13/11/1995 
The  BTA between Vietnam and  Greece Greece 12/01/1996 
The  BTA between Vietnam and  Yemen Yemen 22/03/1996 
The  BTA between Vietnam and  Cuba Cuba 8/04/1996 
The  BTA between Vietnam and  Burkina Faso Burkina Faso 22/11/1996 
The  BTA between Vietnam and  Benin Benin 25/11/1996 
The The  BTA between Vietnam and  Jordan Jordan 23/03/1997 
The  BTA between Vietnam and  Norway Norway 22/04/1997 
The  BTA between Vietnam and  Turkey Turkey 27/08/1997 
The  BTA between Vietnam and Laos  Laos 9/03/1998 
The  BTA between Vietnam and Cambodia  Cambodia 24/03/1998 
The  BTA between Vietnam and Peru Peru 03/07/1998 
The  BTA between Vietnam and  Tajikistan Tajikistan 19/01/1999 
 BTA between Vietnam and  South Africa South Africa 25/04/2000 
The  BTA between Vietnam and  United States   
The United 
States   
13/07/2000 
The  BTA between Vietnam and  Moldova Moldova 21/09/2000 
The  BTA between Vietnam and  Pakistan Pakistan 04/05/2001 
The The  BTA between Vietnam and  Nigeria Nigeria 21/06/2001 
The The  BTA between Vietnam and  Morocco Morocco 28/06/2001 
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The  BTA between Vietnam and  Zimbabwe Zimbabwe 28/09/2001 
The  BTA between Vietnam and  Spain Spain 01/10/2001 
The  BTA between Vietnam and  Tanzania Tanzania 08/10/2001 
The  BTA between Vietnam and Brunei   Brunei 22/11/2001 
The  BTA between Vietnam and  North Korea North Korea 03/05/2002 
The The  BTA between Vietnam and  Ruanda Ruanda  25/06/2002 
The  BTA between Vietnam and  Congo Congo 27/10/2002 
The  BTA between Vietnam and  Sierra Leone Sierra Leone 30/05/2003 
The  BTA between Vietnam and  Namibia Namibia 30/05/2003 
The  BTA between Vietnam and  Lebanon Lebanon 12/08/2003 
The  BTA between Vietnam and  Madagascar Madagascar 18/11/2003 
The  BTA between Vietnam and  Oman Oman 13/05/2004 
The  BTA between Vietnam and  Afghanistan Afghanistan 27/09/2005 
The  BTA between Vietnam and Saudi Arabia Saudi Arabia 25/05/2006 
The  BTA between Vietnam and  Slovakia Slovakia 16/10/2006 
The  BTA between Vietnam and  Qatar Qatar 01/12/2007 
The  BTA between Vietnam and  Croatia Croatia 10/03/2008 
The  BTA between Vietnam and  Angola Angola 03/04/2008 
(Source: Researcher’s compilation from Ministry of Industry and Trade of Vietnam’s web) 
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Appendix 6.1 Annual Gross Inward FDI to Provinces in Vietnam from 2001 to 2012 
Provinces/Regions 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 
Red Rever Delta 249.2 335.7 508.7 902.6 2456 3313 6686 5336.3 1421.2 3831 5984.8 5053 
Ha Noi 169.2 151 100.9 306.6 1613.1 1899.1 3058.5 3150.9 642.2 557.4 1106.3 1345.9 
Vinh Phuc 16.8 44.8 60.6 131 192 145.7 1061.6 154.3 82.2 248.1 40.3 143.1 
Bac Ninh 8.3 12 2.2 28.7 66.4 169 489.2 984.4 122.8 285.3 609.4 1161 
Quang Ninh 7.6 39.3 71 97.3 98.5 40.2 200.6 180.6 21.5 2213.7 47.9 391.4 
Hai Duong 23.5 11.6 68 31.7 127.6 641.6 539.7 366.7 217.5 166.4 2555.8 139.8 
Hai Phong 13.1 36.7 130.3 277.9 289.8 168.9 540 310.9 92 61.2 896.8 1165 
Hung Yen 9.7 22 22.4 21.2 60.6 209.3 214.9 97 162.8 186.8 474.4 343.9 
Thai Binh  13.6  5.7  9.4 45.9  23.7 31.3 27.4 3.5 
Ha Nam 1    8.2 29.7 125.5 30 13.8 33.5 199.9 99.8 
Nam Dinh  4.7 53.3    5.6 22.2  14.1 26.6 51 
Ninh Binh    2.5   404.3 39.3 42.7 32.7  208.9 
Northern Midlands and 
Mountain Areas 23.6 40 95.8 293.3 55.5 265.3 408.3 148.6 158.8 317.2 496.2 1320 
Ha giang   5.9    14  3.9  3.4  
Cao Bang 0.5  7 1 2.3 2 6.8 4.1 2.4    
Bac Kan  3.7 0.7  1.5     0.3   
Tuyen Quang     25  30 19.8  4 4  
Lao Cai 4 7.3 5.2 4.4 5 211.6 37.5 11.2 18.7  28.8 4.8 
Yen Bai 0.6   6.3 2 4.9 2.6 3.2 8  28.9 64.9 
Thai Nguyen 3.4 3.1 4.6 147.8  1.2 100  25.8 11.6 8.8 26.6 
Lang Son 5.8 12.2 3.5 43 10 8.5 1.8 31.1 25.3 75.3 0.4 4.8 
Bac Giang 4.9 5.8 2.2 3.8  7.4 176.4 65.8 43.9 163.1 281.3 1007.2 
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Appendix 6.1 Annual Gross Inward FDI to Provinces in Vietnam from 2001 to 2012 (Cont.) 
Provinces/Regions 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 
Phu Tho  1.5 56.8 65 5.4 29.7 0.5  21.3 25.4 29.3 27.9 
Lai Chau  1.5     1      
Son La  3 2.5 1.5   19.1  0.5  2.8  
Dien Bien     0.1        
Hoa Binh 4.4 1.9 7.4 20.5 4.2  18.6 13.4 9 37.5 108.5 183.9 
North Central and Central 
Coastal Areas 127 150.7 221.1 437.8 395 1593 3864 32957 6811.2 7247 1372.3 3049 
Thanh Hoa 0.3 0.2 0.6 252.5 16.6 14.5 36.9 6211.3 7.4 73.1 50.1 64 
Nghe An 1.3  58.7 6.9 10.3  5.9  5 1336.2 13.3 40 
Ha Tinh 5 0.3   3.6   7879.1 127.7 330.6 129.1 2148.8 
Quang Binh 17        7.5    
Quang Tri   9.8 15  19.5 8  15  4.9  
Thua Thien - Hue 0.1 4 13.4 5.2 50.2 10.9 561.4 1096 36 75.3 40.6 25.3 
Da Nang 13 67 62.5 47.2 164 416.6 940 602.3 275.6 98.9 477.8 239 
Quang Nam 0.5 44 29.8 23.2 29.3  288  4175.3 4177.1 153 7.7 
Quang Ngai 4.3 0.4 0.5 6.2  836 5.8 2460 78.5 369.4 14 135.6 
Binh Dinh  4.9 8.5 3 2.1 126.1 68.2 0.1 59.3 150 82.1 34.4 
Phu Yen 59.3 8.8 12.5 17 83.5 36.3 1704.3 4345.9 1689 14 26.7 8.8 
Khanh Hoa 19.1 10.9 8.4  10.7 83.6 67.4 126.9 91.5 32.1 19.6 212.3 
Ninh Thuan   4.4 0.3  2 120.1 9800.3 102.7 65.4 333 84.7 
Binh Thuan 7.1 10.2 12 61.3 24.7 47.7 58.4 435.1 140.7 524.6 28.1 48.1 
Central Highlands 8.1 4.7 13.7 19.2 34.8 16.8 142.6 150.5 100.4 94.2 12.4 90.6 
Kon Tum 4.4    9.9   67     
Gia Lai   1.2 3   1.5     7.7 
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Appendix 6.1  Annual Gross Inward FDI to Provinces in Vietnam from 2001 to 2012 (Cont…) 
Provinces/Regions 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 
Dak Lak   1.4    6  18 67  44.7 
Lam Dong 3.7 4.7 11.1 16.2 23.4 8.8 135.1 83.5 82.4 24.1 3.4 38.2 
South East 2018.7 864.3 943 2430 3723 6346 8323 21516 14006 6249 6581.5 6064 
Binh Phuoc 1.5 5.3 1 5.9 17.8 45.5 105.2 1 104.2 164.5 86.9 95.3 
Tay Ninh 20.6 13.3 20.1 63.8 79.4 44.3 138.9 112.6 114.2 133.6 538.3 209.2 
Binh Duong 174.6 295.8 242.6 726.3 833.4 1342.7 2258 1026.1 2722.4 730.4 1006.2 2798.4 
Dong Nai 449.7 273.4 280.2 878.2 1153.2 1006.9 2414.8 1928.6 2644.6 544.1 850.9 1133.9 
Ba Ria - Vung Tau 836.1 25.3 154.4 61.2 740.3 1881.1 1126.9 9376 6803.5 2558 954.6 487 
Ho Chi Minh 536.2 251.2 244.7 694.5 899 2025.7 2278.7 9071.6 1617.1 2118 3144.6 1340 
Mekong River Delta 76.4 116.6 101.7 118.1 148.8 337.8 1743 3818.6 213.7 1822 1037.8 598.7 
Long An 17.1 87.9 82 91.3 126.7 274 816.5 929.2 113 628.8 135.6 180.6 
Tien Giang 30 3.3 2.3 4.3  10.1 127.2 14 35.5 160.8 379.2 240.7 
Ben Tre 2.2    0.5 19.9 68.8 7.5 12.5 38.7 19.6 84.4 
Tra Vinh  1`   6 14 5.5 17 14.8 54.2 29.3 3.8 
Vinh Long  4.5 10 0.1 11.1 4.4 16  8.6 4.8  22.1 
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Dong Thap 6.2  1.7  0.3 2 25.2  0.7  10  
An Giang      0.3  2  65.4 39.3 0.4 
Kien giang  3.1  6.9    2304 10.5 17.6 234 28.3 
Can Tho 20.9 16.3 4.7 10.9 3.9 2.4 28.6 540.1 13.9 71.5 143.5 31.1 
Hau Giang     0.3 0.7 629  1.2 6.1 34 6.8 
Soc Trang    3   19 4.7  0.4   
Bac Lieu  1.4 1 1.6  9 1.8  3 0.2 13.1  
Ca Mau  0.1    1 5 0.1  773 0.2 0.5 
Total 3142.8 299.8.8 3191.2 4547.6 6839.8 12003.8 21347.8 71726 23107.3 19886.1 15598 16348 
(Source: GSO 2011; 2013) 
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Appendix 6.2 Number of FDI Firms by Size of Employees from 2000 to 2012 
 2000 2001 2002 2003 
No. of 
employees Total 100 JV Total 100 JV Total 100 JV Total 100 JV 
Less than 5 22 8 14 164 127 37 68 45 23 69 48 21 
5 to 9 51 30 21 72 50 22 101 65 36 89 61 28 
10 to 49 418 234 184 578 358 220 635 419 216 728 515 213 
50 to 199 575 285 290 652 379 273 780 501 279 901 602 299 
200 to 299 147 90 57 180 122 58 216 157 59 232 168 64 
300 to 499 143 88 55 160 105 55 214 151 63 230 171 59 
500 to 999 112 80 32 125 95 30 174 130 44 241 181 60 
1000 to 4999 48 31 17 69 48 21 110 84 26 136 110 26 
5000 & above 9 8 1 11 10 1 10 9 1 15 13 2 
Total 1525 854 671 2011 1294 717 2308 1561 747 2641 1869 772 
 2004 2005 2006 2007 
No. of 
employees Total 100 JV Total 100 JV Total 100 JV Total 100 JV 
Less than 5 89 63 26 144 113 31 159 128 31 188 159 29 
5 to 9 145 109 36 206 169 37 231 180 51 330 266 64 
10 to 49 874 636 238 1050 799 251 1205 946 259 1424 1125 299 
50 to 199 1041 738 303 1172 883 289 1344 1043 301 1533 1224 309 
200 to 299 274 205 69 297 227 70 322 258 64 379 314 65 
300 to 499 274 212 62 304 233 71 329 255 74 386 315 71 
500 to 999 259 203 56 289 223 66 334 271 63 368 304 64 
1000 to 4999 182 153 29 211 183 28 267 235 32 316 277 39 
5000 & above 18 16 2 24 22 2 29 26 3 37 34 3 
Total 3156 2335 821 3697 2852 845 4220 3342 878 4961 4018 943 
 2008 2009 2010 2012 
No. of 
employees Total 100 JV Total 100 JV Total 100 JV Total 100 JV 
Less than 5 235 186 48 455 376 79 588 484 104 958 763 195 
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5 to 9 382 307 75 501 396 105 681 534 147 976 808 168 
10 to 49 1669 1357 312 1964 1589 375 2096 1687 409 2723 2242 481 
50 to 199 1741 1404 337 1934 1601 333 2037 1690 347 2247 1859 388 
200 to 299 430 366 64 435 361 74 453 376 77 547 459 88 
300 to 499 399 324 75 443 376 67 481 418 63 523 464 59 
500 to 999 387 325 62 431 366 65 472 406 66 534 462 72 
1000 to 4999 342 306 36 344 314 30 397 358 39 443 406 37 
5000 & above 41 37 4 41 35 6 43 36 7 59 53 6 
Total 5626 4612 1014 6548 5414 1134 7248 5989 1259 9010 7516 1494 
Note: 100: Fully foreign-owned projects. JV: Joint venture projects. 
(Source: GSO 2013) 
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Appendix 7.1  Output of STATA for Statistical Summary of Data in Chapter 7 
 
 
Appendix 7.2  Output of STATA for Correlation Matrix of the Variables in 
Chapter 7 
    
Appendix 7.3  Output of STATA for Empirical Results of Hausman-Taylor 
Estimation in Chapter 7 
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Appendix 8.1  Output of STATA for Statistical Summary of Data in Chapter 8 
 
 
Appendix 8.2  Output of STATA for Correlation Matrix of the Variables in 
Chapter 8 
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Appendix 8.3  Output of STATA for Hausman Test for Random or Fixed Effect 
Models 
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Appendix 8.4  Output of STATA for Empirical Results of Fixed Effect Estimates of 
ASEAN FDI Location Factors in Chapter 8 
 
 
Appendix 8.5  Output of STATA for Empirical Results of Fixed Effect Estimates of 
Vietnam’s FDI Location Factors among ASEAN in Chapter 8 
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Appendix 8.6  Long Definitions of the Variables in Chapter 8 
 
Variables Definitions 
Market size Market size is proxied by the country’s GDP. GDP is the sum of 
gross value added by all resident producers in the economy plus any 
product taxes and minus any subsidies not included in the value of 
the products. It is calculated without making deductions for 
depreciation of fabricated assets or for depletion and degradation of 
natural resources. Data are in current U.S. dollars. Dollar figures for 
GDP are converted from domestic currencies using single year 
official exchange rates. For a few countries where the official 
exchange rate does not reflect the rate effectively applied to actual 
foreign exchange transactions, an alternative conversion factor is 
used. 
Trade openness Trade openness is computed as the ratio of the import of goods and 
services plus the export of goods and services divided by GDP. 
Imports of goods and services represent the value of all goods and 
other market services received from the rest of the world. They 
include the value of merchandise, freight, insurance, transport, 
travel, royalties, license fees, and other services, such as 
communication, construction, financial, information, business, 
personal, and government services. They exclude compensation of 
employees and investment income (formerly called factor services) 
and transfer payments. Data are in current U.S. dollars.  
Exports of goods and services represent the value of all goods and 
other market services provided to the rest of the world. They include 
the value of merchandise, freight, insurance, transport, travel, 
royalties, license fees, and other services, such as communication, 
construction, financial, information, business, personal, and 
government services. They exclude compensation of employees and 
investment income (formerly called factor services) and transfer 
payments. Data are in current U.S. dollars. 
Exchange rate 
uncertainty 
Exchange rate uncertainty is measured as the annual percentage 
change in the nominal exchange rate of ASEAN currencies against 
the USD. Exchange rate refers to the exchange rate determined by 
national authorities or to the rate determined in the legally 
sanctioned exchange market. It is calculated as an annual average 
based on monthly averages (local currency units relative to the U.S. 
dollar). 
Labour cost Labour cost is proxied by gross national income (GNI) per capita. 
GNI per capita is gross national income divided by midyear 
population. GNI (formerly GNP) is the sum of value added by all 
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resident producers plus any product taxes (less subsidies) not 
included in the valuation of output plus net receipts of primary 
income (compensation of employees and property income) from 
abroad. Data are in constant local currency. 
Infrastructure 
development 
Infrastructure development is proxied by telephone lines per 100 
inhabitants. A fixed telephone line (previously called main 
telephone line in operation) is an active line connecting the 
subscriber's terminal equipment to the public switched telephone 
network (PSTN) and which has a dedicated port in the telephone 
exchange equipment. This term is synonymous with the terms main 
station or Direct Exchange Line (DEL) that are commonly used in 
telecommunication documents. It may not be the same as an access 
line or a subscriber. This should include the active number of 
analogy fixed telephone lines, ISDN channels, fixed wireless, public 
payphones and VoIP subscriptions. Active lines are those that have 
registered an activity in the past three months. Data on fixed 
telephone lines are derived using administrative data that countries 
(usually the regulatory telecommunication authority or the Ministry 
in charge of telecommunications) regularly, and at least annually, 
collect from telecommunications operators. Data are considered to 
be very reliable, timely, and complete. Data for this indicator are 
readily available for approximately 90 per cent of countries, either 
through ITU's World Telecommunication Indicators questionnaires 
or from official information available on the Ministry or Regulator's 
website. For the rest, information can be aggregated through 
operators' data (mainly through annual reports) and complemented 
by market research reports. Telephone lines (per 100 people) 
indicator is derived by all telephone lines divided by the country's 
population and multiplied by 100. 
Price inflation  Inflation as measured by the annual growth rate of the GDP implicit 
deflator shows the rate of price change in the economy as a whole. 
The GDP implicit deflator is the ratio of GDP in current local 
currency to GDP in constant local currency. 
Labour quality Labour quality is proxied by the ratio of the number of tertiary 
students to the total population. The number of tertiary students is 
the total number of tertiary students enrolled at the college and 
university level in public and private schools. Total population is 
based on the de facto definition of population, which counts all 
residents regardless of legal status or citizenship except for refugees 
not permanently settled in the country of asylum, who are generally 
considered part of the population of their country of origin. The 
values shown are midyear estimates. 
(Source:  World Bank 2013) 
 
